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HUDDERSFIELD 
BUILDING SOCIETY 


oS airs 
Established laf 2. Or Reserves 
Te, £900,000 


HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 





BLADES, EAST & BLADES 


LIMITED 


Established 182! 
BANKERS’ CHEQUE PRINTERS 
e 
CONTINUOUS CHEQUES, BANK NOTES, BEARER WARRANTS, 
SHARE CERTIFICATES AND GENERAL SECURITY PRINTING. 


COMPANY PROSPECTUSES. 
PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, BANKS, ETC. 


PRODUCERS OF HIGH GRADE PRINTING BY LETTERPRESS, 
LITHOGRAPHIC AND PHOTOGRAVURE PROCESSES. 


e 
City Offices : Works : 
17 & 23, ABCHURCH LANE, LEONARD STREET, 
LONDON, —E.¢.4 FINSBURY, LONDON, E.C.2 


Telephones Telephones : 
MANSION HOUSE 4366 (10 lines) CLERKENWELL 1020 (10 lines) 
Telegrams : “Identical, Cannon, London ” 


BRADBURY, WILKINSON & CO., LTD. 
eco 
DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


-- -~ @ee—— 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 


TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: CLERKENWELL 7531-2 
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the Eboracum ” ot Banking yMpany rmed. 
Roman times and birthplac t w: closely associated with 
Emperor, was a key fortress arming interests and the business 

centre of Roman adminis- 1 its present form is still fre- 

n, and many Roman charac- quently known as the “ Farmers’ 

tics still remain, including the Bank.” It was amalgamated with 
ise of the word ‘‘ Ebor” in the Barclay and Company Limited in 
\rchbishop’s title. The first York 1902, when a Local Head Office 
finster was erected in A.D. 627. was formed at York. 


the ninth and tenth centuries, Under a system of decenitra 
k was the capital of a north- control, with Local Head Of 
Danish kingdom. Much a lished throughout the country, 
the city’s medieval wall and | association nith local affairs 
me ot the old trade halls , ot infrequently, personal 
ill exist. links nith past traditions ar 
In 1833, the York Union maintained | 


BARCLAYS BANK 


IMITED 


4 LOMBARD STREET, LONDON, 











For the better part of a century Chatwood have specialised in the 
design and production of doors difficult to open—other than 
authorised entrants. ‘The first circular strong room door ever installed 
in this country was constructed in the Chatwood works. It is one 
of a range of strong room doors designed to the special requirements 
of leading Banks, Business Houses and Public Corporations in this 
country and abroad. These doors admit to strong rooms of a 
special construction developed by Chatwood on the basis of patent 
steel spiral reinforcement fabric. This inter-woven steel fabric rein- 
forcement scientifically disposed throughout the walls, roof and floor, 
and filled with concrete, results in a protective structure of granite 


hardness, uniform density and immense resistance to penetration. 


Construction for Protection 


CHATWOOD 


THE CHATWOOD SAFE & ENGINEERING CO. LTD., SHREWSBURY, ENGLAND S| 
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This cHATWOOD Circular Door—the first ever installed in this country—guards the entrance 
to the treasury of a London Bank. 
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IMMEDIATE ANNUITIES 


EXAMPLES 
Each £100 would provide :— 
MALE AGE FEMALE 
£8 8 11 p.a. 60 £7 5 6 p.a. 
£10 O 8 p.a. 65 £8 10 7 p.a. 
£12 6 4 p.a. 70 £10 7 10 p.a. 
£15 12 11 p.a. 75 £13 3 1 p.a. 


Yields for Half-yearly and Quarterly 
Payments are slightly less. 


———— 


STANDARD LIFE 


ASSURANCE COMPANY 


HEAD OFFICE + 3 GEORGE STREET + EDINBURGH 
LONDON: 3 ABCHURCH YARD, CANNON STREGT, E.C.4 
A.so BRANCHES IN THE PRINCIPAL TOWNS 











SECURITY ! 
Life has a_ sense of 
firm foundation to z 


those who have 
SAFEGUARDED 


the future. 


PROTECT 


Your dependents and ASS U R A N . E 
mw PROVIDE 


for retirement by a 


REFUGE POLICY 


Company, Limited. 


es: Hicn Hotporn, Lonpon 


LIFE 
FIRE 
ACCIDENT 
GENERAL 


Assets - - - £92,000,000 


Claims Paid - £173,000,000 
(1945 ACCOUNTS) 


R E FUG E TOTAL CLAIMS PAID EXCEED | 
zg ; | 
ASSURANCE COMPANY Ltd. ¢200.000,000 


OXFORD STREET, MANCHESTER, 1. 














Incorporated by Royal Charter, 1727 


ROYAL BANK OF SCOTLAND 


Head Office : Branches in London 
EDINBURGH and throughout Scotland 
GLYN MILLS & Co. 


Associated Banks :~\i7 1 1amMsS DEACONS BANK, LTD. 





SCOTTISH AMICABLE LIFE ASSURANCE SOCIET 


ESTABLISHED 1826. 


SPECIMEN ANNUITY RATES 
MALE FEMALE 
£8 6 4 47 4 4 
£9 16 2 £8 7 4 
£11 18 8 £10 2 2 


35, ST. VINCENT PLACE, 17, TOKENHOUSE YARD, 
GLASGOW. LONDON, E.C.2. 





‘The Scottish Temperance 


and General Assurance Company, Limited. 

















Favourable Rates for all classes of Life Assurance Business. 
Special terms for Total Abstainers. 







| HEAD OFFICE : 109, St. Vincent Street, Glasgow, C.2. 
| LONDON OFFICE : 17, King Street, London, E.C.2. 










Established 1824 


SCOTTISH UNION & NATIONAL 


INSURANCE COMPANY 


LIFE - FIRE - ACCIDENT 
MOTOR - MARINE 


EDINBURGH: LONDON : 
35 St. Andrew Square, 2 Northgate House, 
20/24 Moorégate, E.C.2. 
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THERE ARE 


“Scottish Life” 


Policies 


TO MEET THE REQUIREMENTS OF 


YOUNG MEN 
MARRIED MEN 
CHILDREN 


INVESTORS 





LEAFLETS DESCRIBING THESE 
SCHEMES WILL BE SENT UPON 
APPLICATION TO 


The 


SCOTTISH LIFE 


ASSURANCE COMPANY 
LIMITED 
19 ST. ANDREW SQUARE, 
EDINBURGH, 2 











PRUDENTIAL 
AGENTS 


provide 
HHOME SERVICE 
in every 
town & village 
in the 
country 


PRUDENTIAL ASSURANCE Co. LTD. 
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CAREFREE? 


Not allogether, perhaps. 
Then the tried yet up-to-date 
prescription is a life policy with 
the Scottish Widows’ Fund. 
Its as essential to the 
smooth running of your career 
as lyres are to a motor car. 
list And there’s no wailing 
isi. 


Write to the Secretary 


NOW. while you remember. 


SCOTTISH WIDOWS’ 
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Why your help is needed 
It is not surprising that from an army of four and such people so sorely neet. It looks to you 
for the means. 
human hardship that cannot be met by Govern- It 
ment relief schemes. 


a half millions there should come many cases of 


men, women and children who are suffering 


The Army Benevolent Fund, by grants to and to your own — to appeal to your pity in this 


suitable service institutions, heips to provide matter. Please give us all you can, out of a 


the financial assistance that thousands of — simple sense of gratitude for“ services rendered”’. 


SUPPORT THE a a 


my Benevolent Fund may be 


sent to Field-Marshal The Earl 
of Cavan, 20, Grosvenor Place, 
London, S.W.1, or paid into aa 


Bank in Great Britain or 


PATRON H.M. THE KING Northern Ireland. 
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Sing Od 
Poreas Sherr? . 
2 wear” 
JEREZ 


Also a choice selection of 
quality Wines, Spirits, Brand- —_ 
ies, Gin, Whisky, Sherries, Special Quotations for 
Liqueurs, Ports, Champagnes, Hotels, Canteens, Rest: 
etc. aurants and the Trade. 


ORL WINE COMPANY 1IMITED 


44 SOUTH AUDLEY STREET, LONDON, W.I. 
Telephone: GROsvenor 4817 4647. 
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Telegraphic Address: Sheriport, Audley, London. 





would be an affront to the dignity of 
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By Appointment, Patent 





THE NEW DEED BOX 





Sturdily built in welded steel these new boxes are fitted with the famous unpickable 
Chubb Lock, and the Detector Device which reveals attempted tampering 
The modern silvery crackle finish and chromium lock face give these boxes a 


for distinguished appearance. 
St Now on view at our showrooms and at Harrods, Aspreys, Fortnum and Masons 
de. and most of London’s famous stores. 


Further details from CHUBB & SON’S LOCK & SAFE CO. LTD., 68, ST. JAMES’S ST., LONDON, S.W.! 


“YOU CAN TRUST IN A CHUBB” 
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: Half. bott}, 
as fixed by The Scotch Whisky 


S bare 
Association J/ 
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Imperial 


Made in Great Britain 


Imperial Typewriter Company Ltd 
Leicester 





4 To‘ &‘ T 
DISCUSSING 
. ‘ — 
WILLS WITH 
7 4 

CUSTOMERS 
When occasion arises to 
discuss wills with custom- 
ers, may we ask bankers 
kindly to remember the 
great social and evangelistic 
work of the Church Army ? 
Help by a legacy is very 
greatly appreciated. Lega- 
cies can be allotted to a 
specified object and named 
“In Memoriam” of the 
testator. 

Forms of bequest and full 
particulars may be obtained 

from The 


CHURCH 
ARMY 


55 BRYANSTON STREET 
LONDON, W.! 


(Registered under the War Charities Act 1940 


10/125 








MAKE A DATE 


with 


Regd. 


Hundreds of thousands 
of regular users start 
Serocalcin on the st 
September. ‘They take 
two Serocalcin tablets 
daily, for 30 days, and 
many of them enjoy 
immunity from colds 
during the following three 
months, 


If you suffer from 
colds during the 
Winter “make a date” 
with Serocalcin on 
Ist September. 


The full immunizing 
course of Seroca'cin (60 
tablets) costs 8/5} inc. 
tax. Your Doctor—or 
any Chemist— will tell 
you how Serocalcin is 
used for the prevention 
and treatment of colds. 


SEROCALCIN ! 


Serocalcin is made by Harwoods 
Laboratories Ltd. at Watford, Herts. 


























YOU'LL BE 
PROUD TO 
POSSESS AS 
SOON AS 
RESTRICTIONS 
PERMIT ! 


FROM ALL 
STATIONERS 
AND STORES 


, 


FINEST /NK-— 


IN THE WORLD'S 
MOST FAMOUS 
BOTTLE 

THE UNIQUE |\ 
WATERMAN'S 
TIP-FILL’’ 





L. G. SLOAN LTD., “ Ghe Pen Corner” 
41 KINGSWAY, LONDON, W.C.2 








~ POST-WAR _ 
EEE 


in 
AUSTRALIA, NEW ZEALAND 
FIJI and PACIFIC ISLANDS. 


BANK OF | 
NEW SOUTH WALES | 


FIRST AND LARGEST COMMERCIAL 
BANK IN THE SOUTH-WEST PACIFIC 
LONDON OFFICES: 
29 Threadneedle Street, ane 
47 Berkeley Square, Wid 
(Incorporated in New South Wales with 
limited liability) 








BANCO DE CREDITO 
DEL PERU 


CAPITAL S/’.16,000,000.00 
RESERVES S’.29,864,050.76 
HEAD OFFICE; LIMA 


EKGHT CITY BRANCHES 
THIRTY-SIX PROVINCIAL BRANCHES 


—_ 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


—_ 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 


ESTABLISHED IN 1889 











OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 








CAPITAL,  £10,000,000 
PAID UP, £5,000,000 
RESERVE, £1,250,000 








London: 


26, THROGMORTON ST., E.C.2 
MANCHESTER : 56-60 Cross 8 


Paris : 

7 rue Meyerbeer (IXe) 
MARSEILLES : 38 rue St. Ferreol 
ISTANBUL: 

(Galata, Beyoglou, Yeni Cami) 


BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 





Diafts and Telegraphic Transfers Issucd 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 


\ 
_————— 


SCOPE is outstanding among 
publications in that it is the only 
magazine in Britain representing 
all industry. 

Who reads SCOPE reads _ bal- 
anced comment and unbiased fact. 

To the thousands of adminis- 
trators, executives, and technicians 
who find it indispensable reading, 
SCOPE means authoritative report- 
ing, impartial research, and a belief 
in the spirit of initiative and energy 
—a belief that has made it the 
country’s most influential industrial 
magazine. Single copies 2/0d. at 
some bookstalls or direct from us. } 
Annual subscription £1.1s.0d. (Over- 
seas £1.10s.0d.) Apply Circulation 
Department; 


Scope magazine for industry 
1, New Bond Street, W.1. 


Telephone: Regent 6651. } 





‘Biro 


MARKS A TURNING POINT 
IN THE HISTORY OF 





RETAIL 
PRICE 
55/- 
including 
purchase tax. 


Refill units § 





IRO” is unique: it writes with a 

ball-bearing point—a point that 
never goes wrong, never floods, bends or 
splutters—a point that rolls your writing 
on to the paper with effortless ease. 
* BIRO ” ink dries as you write; you 
cannot smudge it ; you need no blotter. 





“BIRO” writes approximately 200,000 
words without refilling. To replenish 
* BIRO ” for a similar period of service, 
a refill unit is inserted while you 
wait. 

“ BIRO ” is obtainable ONLY from 
stationers and pen shops, but the 
demand has far exceeded capacity. 
Consequently we ask your indulgence 
if your dealer cannot supply you at 
once. 


Manufacturers 


THE MILES-MARTIN PEN CO. LTD. 


Wholesale Distributors: 


Sir Henry Lunn, Ltd., 15 King St.. St. James's, London, S.W.1 


Telephone: Abbey 6614 
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. . . to simplify accounting 


4 ee 
eye Where pre-printed order forms apply to 
. standard items, micro-recording simplifies the — 
1 invoicing system; the single document em- 


bodying all the necessary information for I 


Py a (y N { supply and billing purposes. 
((()| i II i(: \ . . . to speed despatch of orders 
a The ease and accuracy of micro-recording 
means that orders can be despatched with 


* + Py 
brit NI b IN| ll IN RS ay SA TONE Se a Ca, 
h | b (}} h . . . to cut copying costs 


Thousands of documents an hour can be 
copicd by the ‘Recordak’ micro-recording 
machin?; every copy is photographically 
accurate. 


... to save precious space 
Micro-film copies occupy only 1°%-5% of the MAL 
space needed for the originals. 


D 
These and other uses of bs on quan agente ogee aon ” 
: ’ i ' Micro-film copies cannot be tamp2red with; : 
Recordak’ micro recording cannot be altered, extracted, substituted or F 


equipment will be gladly erased. PI 
explained on request. 


Recordak Division of K O D Ak Ltd | = 


DEPT. 16, ADELAIDE HOUSE, KING WILLIAM STREET, LONDON, E.C.4. Phone: MANsion House 9936 
and ot I! PETER STREET, MANCHESTER, 2. P ° ° ° ° ° ° ‘ ‘ Phone: Blackfriars 8918 


AAA 








Trading Opportunities 


in the NEAR EAST 


45 years’ experience of banking and business condi- 





tions and customs in every Near East market enables 





us to offer assistance to those wishing to develop 





trade in these prosperous areas 





Enquiries and correspondence invited 


BANQUE ZILKHA, S.A.E. 


Incorporated in Egypt 


CAIRO — ALEXANDRIA, Egypt 
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THE PALESTINE DISCOUNT BANK LTD. 
TEL-AVIV (Head Office) and JERUSALEM 


Authorised Capital - - ~~ L.P. 750,000.— 
Paid up and Reserves- - ~~ L.P. 811,514.— 














Every description of Banking Business transacted. Correspondence is invited from Banks and 
Bankers seeking an efficient connection in Palestine. 
AFFILIATION : 
THE PALESTINE MERCANTILE BANK, LTD. BOV 
HAIFA REHOVOTH 


The Bank transacts every description of trustee business 


through the P.D.B. Executor G& Trustee Co., Ltd. 
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Banking 
in the 
East 


Eastern Branches in 
INDIA 

CEYLON « BURMA 
MALAYAN UNION « SIAM 
DUTCH EAST INDIES 
CHINA 

FRENCH INDO-CHINA 
PHILIPPINE ISLANDS 
BORNEO (SARAWAK) 


Head Office 


West End Office *, Charles 


eceersee The Chartered Bank of India. Australia and China has 
pleasure in announcing that it has reopened most of its Far Eastern 
Branches and at each of them the Bank is again able to provide a 
skilled and specialised financial service. Man- facturer:, Exporters 
and Importers planning to establish, ronew or extend bus ness 
relations with the East are invited to consult the Managers of the 


Bank in London or Manchester. 


The Chartered Bank 


OF INDIA, AUSTRALIA AND CHINA 


I porated by Royal Charter, 185 
hopsgate, London, F.C. Manchester Branch . 2, Mosley Street. Manchester, 2 
II Street, London, 8.W.1 Affiliated Bank in India The Allahabad Bank Limited 


EERE 
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The Aristocrat 


of Wool, Woollies, and Woollens: 
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BOWMAKER LIMITED 


For CREDIT FACILITIES supplementary 
to those of the Joint Stock Banks 





BOURNEMOUTH: 
BOWMAKER HOUSE, 
Bournemouth 


Tel: 








LONDON : 
61, ST. JAMES’S STREET, S.W.1 
Tel: REGent 1481. 


LANSDOWNE. 
7070. 
AND BRANCK S. 
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© Netting the 
Nations neces 


The homes of the future depend on Dunlop. The 
sites are cleared for action with such giant tyres 


as this. Dunlop gives the highest priority to 


tvres for this vital work. 





DUNLOP TYRES 


do their duty 

















GOLF SHOES 


will ssem be available 









in increasing quantities 


= in Retail Agents shops 

















ALLIANCE 


ASSURANCE CoO. LTD. 
HEAD OFFICE: 
BARTHOLOMEW LANE, LONDON, EC.2 
Established 1824 


INSURANCES OF ALL KINDS 
FIRE - MARINE - BURGLARY and THEFT 


Accidents of all kinds " - - - Motor Vehicles 


LIFE (with and without profits) . - Estate Duty Policies 
Family Protection - - Children’s Deferred Assurances 
- - Annuities 


and Educational Endowments « 


The Company undertakes the 
duties of Executor and Trustee. 





a) 


DISTRICT 


BANK 


LIMITED 


FOREIGN DEPARTMENT 


HEAD OFFICE 13, Spring Gardens, PRINCIPAL 


Manchester, 2. LONDON OFFICE: 
Spring Gardens, 76, Cornhill, London, E.C.3 — 


Manchester, 2. 
2, Castle Street, Liverpool, 2 75, Cornhill, E.C.3 
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THE 


BANKER 


THE BANKER 


IS PUBLISHED BY 


THE BANKER LIMITED 


Editorial, Advertisement and Publishing 
Offices : 
72 COLEMAN STREET, 
LONDON, E.C.2. 
Telephone: Monarch 8833 


THE SUBSCRIPTION RATES POST 
FREE TO ANY PART OF THI 
WORLD ARE: 

TWELVE MONTHS.... £1 

SIX MONTHS. 


THE EDITOR WILI BE GLAD 
ro RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
rAKEN, HEI CANNOT HOLD 
HIMSELF RESPONSIBLE FOR 


ARTICLES SENT HIM 


* 


THE BANKER is published on 


the First Day of the month 


July, 1946 NUMBER 246: VOLUME 79 
CONTENTS PAGE 
Frontispiece : Sir James Dyer Simpson i 
A Banker’s Diary 
The Battle of Inflation 
Can America Hold the Line ? 
Inflationary Pressures in the U.S. 
By F. E. Daniels 
Reconversion Contrasts 
By Walter Hill. 
Debate on Bretton Woods ar - 
Interchange between Roy Harrod and Paul 
Einzig 


US. and U.K... 


Banking in a Prisoner of War Camp 

By F. A. Fudd 
Life Assurance After the War 

By Leo T. Little 
Fire Insurance and Rising Prices 

By a Special Correspondent 
Accident Insurance in Transition 

By a Special Correspondent 
Marine Insurance ‘Through ‘Two Wars 

By Victor Dover 
Legal Decisions, 1925-45 (iii) 

By a Lecturer in Banking 
International Banking Review 
Appointments and Retirements 
Banking Statistics 


THE OLDEST INSURANCE 


OFFICE IN THE WORLD 


is prepared to undertake all 
the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 
Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 
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ction cf Burrou_hs ccco.nt- 


ing machines is just one of thouscnds 


in off ce thro: gtout the world. 





Wherever you go 
you see Burroughs Machines 


Whether the need is for one all-purpose 
machine for many jobs, or many machines 
for one job—the broad range of adding, 
calculating, accounting and statistical machines 
developed by Burroughs gives Banks a flexi- 
bility of choice that assures maximum 
L) efficiency and productivity from a minimum 
6) 4 ib investment in equipment. 


Burroughs That Banks, large and small, have found it 


/ / 1m macHines pays to do business with Burroughs is amply 
/ j IN COUNSEL reflected in the fact that you see Burroughs 
QS machines wherever you go. 


sy 


BURROUGHS ADDING MACHINE LTD. 


CHESHAM HOUSE, 136 REGENT STREET, LONDON, W.! 
Phone ; Regent 7061. Branches in principal cities 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
NATION-WIDE MAINTENANCE SERVICE @ BUSINESS MACHINE SUPPLIES 
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THE 


BANKE 


VoL. LXXIX «JULY 1946 


SIR JAMES DYER SIMPSON, J.P. 


(Chief General Manager, Royal Insurance Company and The Liz 
London & Globe Insurance Company). 
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MILNERS’ BANKERS DOORS 










The Safest 
Safer Inestnen’! 


MILNERS SAFE COMPANY Lrnto., 


SECURITY ENGINEERS AND CONTRACTORS 
to the leading British and Foreign Banks throughout the world. 


HEAD OFFICE: 
Telephone: CENtral 0041/5 


58, HOLBORN VIADUCT, LONDON, E.C.1. 


Telegrams: Holdtast, Cent, London. 
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A Banker's Diary 


tT the moment of writing one more hurdle remains to be taken by the Anglo- 
A nerican financial agreement before it is ratified by Congress: its debate on 
the floor of the House of Representatives. The House Banking 
The Loan’s and Currency Committee approved the loan resolution by the 
Last Hurdle unexpectedly favourable vote of 20 to 5. The majority is an 
encouraging augury for the vote to be cast by the House, 
though with the November elections looming ahead many Representatives, 
- they are sufficiently certain that the resolution will be passed, may indulge 
he luxury of opposition in the comfortable knowledge that they will save their 
political bacon and at the same time not endanger the passage of the loan. 
A close vote may therefore be expected, especially on some of the amendments. 
The majority report of the House Banking Committee breaks little fresh 
ground, which is hardly surprising since these documents are normally written 
by administration officials. It differs from the Senate Committee’s report in 
that it stresses the political aspects of the loan, pointing out that the agreement 
must serve to bolster up the British against Communism. It was noticeable 
throughout the evidence taken by the House Committee that this view of the 
loan agreement was at least as significant to the Representatives as its economic 
implications. The minority on the Committee, though a small one, has, unlike 
the Senate minority, issued a report which also makes a good deal of play 
with the political argument. This intrusion of international politics into the 
loan debate is unfortunate, but perhaps inevitable in the present context of 
Russo-Anglo-American relations. 


City bewilderment at the “ below-the-market ”’ terms upon which the new 
24 per cent. Savings Bonds tap was opened in mid-May has still not been 
wholly dispersed. At the outset, the mere fact that the 
Cheaper Chancellor had decided to shift from floating debt to longer- 
Money term borrowing was interpreted in some quarters as a sign that 
Tactics he was getting cold feet ; and the actual terms selected seemed 
to confirm this impression. But Mr. Dalton’s remarks in the 
steel debate (when he observed that “ speculators in gilt-edged may occasion- 
ally get a rap over the knuckles ’’) lent support to the rival theory, that the 
terms of the new loan reflected not any real change in the basic cheaper money 
policy, but simply a tactical move to restrain the inflationary tendencies of 
stock markets. Obviously, such tendencies might become politically 
embarrassing to the Chancellor—especially as he himself had for months been 
dubbed the biggest bull in the gilt-edged market. 
rhe terms of recent gilt-edged issues—and especially those of the Australian 
d Birmingham offers—do not, however, fit in with either of these theories. 
[ssue prices have been screwed right up to the top of the market—and perhaps 
n a shade beyond it. This seemed to imply that the Chancellor intended, 
ter all, to push his cheaper money programme forward with all speed. But 


in that case, the terms of om tap loan could hardly be explained even by the 


desire to restrain speculation. And Mr. Dalton’s latest utterance—at the 
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Bournemouth Conference—makes them even less explicable. He declares 
himself so satisfied with receipts from the new loan (they totalled £270 
millions by June 22) that he does not think he “ will keep the tap running 
much longer ’’—which has led the market to discuss the possibility of with- 
drawal by the time the conversion offer to holders of the National War Bonds, 
1946-48, expires on July 9. This looks very like a return to the blustering 
tactics of the autumn and early spring. But the market has been so confused 
that, for a time at least, the “last chance ”’ technique has lost much of its 
former potency. 


MEANWHILE, the opening of the new tap has plainly been the dominant influence 
upon the general banking position. Thus the May clearing bank returns 
reveal a marked slackening in the recently renewed rise in 
The Rise deposits, in consequence of the funding of floating debt. The 
in Bank increase of {29.3 millions in published deposits for the month 
Investments does, however, understate the extent of the true rise, for 
balances in course of collection fell by nearly {17 millions. 
But even the “ true”’ rise, of {46.3 millions, is only half that for May of last 
year (though it leaves the true total, at £4,749.1 millions, barely £17 millions 
below the peak level reached last September). The effects of the reopening of 
the tap are even more strikingly shown in the further large rise in investment 
holdings. These expanded by £39.6 millions, which is easily the largest monthly 
movement since the autumn of 1941, and makes a total addition of almost 
£200 millions to the portfolios since last July. This is the fastest rise on 
record ; even in the years 1940-1942, when the main war-time expansion took 
place, the rate of growth was never much faster than {250 millions per annum 
for a period of comparable length. The recent movement is not, of coarse, 
an indication that the banks have themselves subscribed largely for the new 
Bonds—more probably, they have profited by the opportunities created in the 
gilt-edged market by the terms upon which the new issue was launched. 


May, Change on: 

1946 Month Year 

£m. £m. £m. 
Deposits ‘a a 4,804.2 + 29.3 + 277-5 

Net Deposits* oe 4,749 .I + 46.3 + 265.9 

Cash ee ah a 508.7 - 0.5 + 26.4 
Call Money ‘ia “3 300.9 + 30.2 + 104.4 
Discounts bi si 470.1 37.2 + 349.7 
I.DR 1,373-5 — 75.0 — 508.0 
Investments 1,321.8 - 39.6 + 196.2 
Advances ie an 847.9 13.5 + 98.8 


* Excluding items in course of collection. 


Once again the figures demonstrate how this new phase in investment policy 
has been facilitated by the increasing flexibility of the liquid assets position. 
The Treasury has employed its receipts from the new tap loan to redeem 
T.D.R.s, the outstanding total of which declined from £1,543 millions at end of 
April to £1,376} millions by mid-June. During May, therefore, clearing bank 
holdings ‘droppe ‘d by £75 millions, reducing their ratio to deposits to only 
28 per cent., in contrast with over 41 per cent. last July. Meanwhile, the 
tender issue of Treasury bills has risen further, and the banks’ bills and call 
money have both set up fresh records. The May total of money market assets 
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at £771 millions, is now more than two and a half times the low figure of 
April, 1945, and the ratio to deposits, at 15? per cent., is within sight of its 
pre-war level. Bank advances have recovered the bulk of April’s sharp 
recession (due mainly to special factors), but the figures are not yet reflecting 
the many enquiries for accommodation with which the banks are now dealing. 


THE executive directors of the International Monetary Fund and of the 
International Bank for Reconstruction and Development have now been in 
‘continuous session ’’ in Washington for close on two months. 
Fund and _ Their labours have been largely concerned with the organization 
Bank and staffing of the two institutions, and good progress is being 
Personnel made with these preliminary tasks. The most important 
appointment has been that of President of the Bank, a post to 
which the United States (in whose pockets this appointment was always known 
to lie) nominated Mr. Eugene Meyer, owner of The Washington Post. The 
appointment of this respected but aged Washingtonian to be highest executive 
in this new and vitally important institution has caused some eyebrows to be 
raised. But Mr. Meyer is not wholly devoid of the qualities or experience 
needed for this new post. He has made a fortune in Wall Street, and much of 
the work of the Bank will be with that market. He has been Governor of the 
Federal Reserve Board, though that is not tantamount to saying that he knows 
much about banking. He was the first chairman of the Reconstruction Finance 
Corporation. As a newspaper owner he has been successful and as director of 
the policy of The Washington Post he has shown himself to be a sincere and 
enlightened internationalist. Above all, he will have able assistance round him. 
Of greater importance to the Bank and Fund, and indeed to the whole 
foreign economic policy of the United States, than this appointment is the 
departure from the U.S. Treasury—and from the chairmanship of the National 
Advisory Council, and presumably from the Governorship of both Bank and 
Fund—of Mr. Vinson, who becomes Chief Justice and is replaced at the 
Treasury by Mr. John Snyder. Mr. Vinson was undoubtedly the most powerful 
member of the U.S. administration, and under his chairmanship the National 
Advisory Council was becoming a decisive new instrument of policy in the 
U.S. executive machine. It remains to be seen how Mr. Snyder, one of the 
Missouri gang in the President’s “‘ kitchen cabinet,” will fill the considerable 
void left by Mr. Vinson’s departure. 


THE Finance Corporation for Industry, the larger of the two new financial 
institutions launched with Government blessing last year, has made only a 
slow beginning. Its first accounts, covering the ten and 

Finance half months to March 31 last, showed a balance-sheet total of 


Corpora- only £486,000, more than a quarter of which comprises pre- 
tion’s liminary expenses (the stamp duty on authorized capital was 
Slow Start (125,000), and hardly more than half consists of advances 
to industry. At the date of the accounts, however, the 

Corporation was committed to additional advances of {1,080,000 (making 
£1,335,000), and applications under consideration last month appeared likely 


to add a further £2 million or so in the near future. But, even allowing for the 
difficulties of starting up a concern which seeks to break new ground in this 


field, a total of £3} millions of business in the first year or so looks distinctly 
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unimpressive beside the large figures that were being discussed last year. 
\s the minimum individual advance was to be £200,000, it appears that only 
some half-dozen transactions have been completed, with perhaps a further ten 
in immediate prospect. 

The Corporation, as all readers of THE BANKER will well remember, has 
an authorized capital of {25 millions, fully subscribed by the Bank of England, 
the insurance companies yor the investment trusts. Its borrowing powers are 
{100 millions, and will be exercised through the banks. Only £500,000 of the 

capital has been called up, and, unless the scale of business « expands very fast, 

any further call is improbable in the early future. The intention was to secure 
finance mainly by loans, and to use the huge uncalled capital as a lever to keep 
down charges to borrowers, as well as to provide unimpeachable cover for the 
bank loans. Recently, the first loans have been taken up, but the financial 
policy (which rested on the assumption of a highly-geared capitalization) 
is obviously not yet working out according to plan. 

The Board itself attributes this slow beginning in part to the fact that the 
nationalization programme has removed, or will remove, some industries from 
its potential scope of operation, and that in other industries development plans 
are held back by nationalization uncertainties and by delays in completion 
of technical enquiries, such as those of the working parties. In consequence, 
the preponderant business that was expected from the basic industries has not 
materialized, and projects involving £3? millions which the Corporation had 
approved were actually withdrawn. 

The future of this experiment thus remains as unpredictable as ever, for 
the past year’s experience is no real test. The modest business-that has been 
done involves a miscellaneous range of industry—diesel engines, permanent 
prefabricated houses, shipping, gas turbines, electrical components and 
chemicals—and includes participations as well as loans, for the Corporation 
has no intention of becoming a permanent investor in the businesses which it 
aids. In a year or two it may be possible to judge whether the company is 
effectively filling any significant part of the supposed “ gaps.”’ But whatever 

zaps formerly existed are likely to be diminished by nationalization. The 
Corporation, in looking to the future, obviously now has its fingers crossed— 
but perhaps they were also crossed at the outset. 


Sir WILFRID EApy is leading a British mission to the Argentine to discuss two 
related problems : how to deal with the sterling accumulated by the Argentine 
during the war—a sum which is now approximately 


Mission {150,000,000—and how to meet the oft-repeated Argentine 
to the demand for the nationalization and transfer to domestic 
Argentine ownership of the British-owned railway undertakings in that 
country. The financial discussions fit into - programme 


already begun by the arrangements made with Portugal and to be followed by 
the negotiations to be undertaken with the sterling area countries to whom 
Britain became heavily indebted during the war. In this particular case, 
however, the solution of the sterling balances problem is likely to be eased by a 
deal on the railways. The demand for nationalization is unlikely to have lost 
any of its force through the advent to power of General Peron. The nominal 
capital sunk by British investors is around £250,000,000, and the market value 
about {90,000,000. Neither figure necessarily bears any relation to the 
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value that should be set on these assets for the purpose of transferring their 
ownership from British to Argentine hands. The sterling balances now held 
by Argentina should provide a fund from which to effect at least a part 
payment for the assets in question. What remains after this payment has 
been made may, in part, have to be funded, leaving a residue plus whatever 
Argentina may earn on current account in her trade with the sterling area, 
as freely disposable to finance purchases in any part of the world. If the 
negotiations are successful, our arrangements with Argentina may even 
anticipate our commitment under the Anglo-American financial agreement, 
by which we have undertaken to make any sterling arising from current 
transactions freely available for purchases in any part of the world. 


THE formation recently of a Hire-Purchase Finance Houses Association will 
obviously be welcome to bankers, and will be welcome on wider grounds, too, 
if the new body maintains, as it evidently intends to do, the 


0 principle of free competition and the open door. In the years 
ieee immediately before the war the whole hire-purchase movement 

« 
Association WS rapidly becoming more highly organized, and finance was 


increasingly tending to be provided through the large finance 
houses which are organized on a national scale. This was a clear gain from the 
point of view of the banks, who were the ultimate lenders, since it meant that 
the finance houses with whom they dealt were achieving a better spread of risks. 
If the new association ensures an active interchange of information between 
members and mutual consultation on credit rating, both the general health 
of the movement and the security available to the lending banks will be 
improved. 

The new body apparently owes its origin less to these objectives than to the 
need to present a united front to the Government in discussions of the role of 
hire-purchase in the post-war. In the past the finance side of the business has 
tended in such matters to be overshadowed by the trading side, with the result 
that the distinctive problems of finance have received insufficient attention. 
To ensure that there is no such blurring of the position in future, the new 
organization will confine its membership to finance houses which do a national 
business and a general business (as distinct from those which, whatever their 
size, are primarily involved in one trade). The initial membership comprises 
the seven principal houses of this character. 


Tue Government of India decided last month to withdraw from circulation 
all silver subsiaiary coins of less than one rupee and to replace them by nickel 
coins. This move must be read in the light of the persistent 

India and increase in the rupee price of silver which has this year touched 
Silver a record price of 192 rupees per 100 tolas, though it subsequently 
broke to around 170 rupees. The fineness of Indian silver 

coins was reduced three years ago to 50/100, so that the melting point in the 
rupee price for silver would be 200 rupees per 100 tolas, plus whatever charge 
may be made for melting. Even at its present level the Bombay price for 
silver allows far too little margin below the melting point, and the Indian 
authorities’ action is plainly justified. Indeed, it may have ta be extended to 
cover large coins. The initiative of the Indian authorities can also be explained 
by the preparations that must be made by all recipients of U.S. lend-lease 
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silver to repay that metal in kind in accordance with the terms of the agree- 
ments. India has received about 160 million ounces of silver in this way, 
and the task of restitution must be viewed with some concern, especially as 
there is every evidence that the silver interests in the United States are stead- 
fastly pressing for still higher silver prices. The latest move of the silver bloc 
in the U.S. Congress is the preparation of legislation, which has already passed 
the Banking and Currency Committee of the Senate, to increase the Treasury 
purchase price for silver from 71.11 cents to 90.3 cents per ounce immediately 
and to the full “‘ monetary ”’ price of $1.29 per ounce within two years. With 
these warning signals before it, the Indian Government is fully justified in 
beginning now to build up a reserve of the metal out of which to fulfil its 
commitments. 


Fu. details are now available of the agreement between representatives 
of Switzerland, the United States, Britain, and France regarding Allied claims 
to German assets in Switzerland, including the Belgian gold 
German looted by Germany in 1940 and subsequently acquired by the 
Assets in Swiss National Bank. The Swiss strongly resisted the claims 
Switzerland that money deposited with their banks in good faith by German 
nationals should be handed over to the Allies and used as 
reparations. The pressure put on them was, however, too strong to be resisted. 
They were confronted by the Americans with the threat of continued blocking 
of Swiss assets in the United States and with even more menacing economic 
reprisals, including the retention of the Allied “ black lists.” In the end they 
had to submit to the claims made on them, though some conscience-saving 
compromise was evolved by which the assets handed over to the Allies are 
to be made available, not for reparations, but for relief and reconstruction in 
countries devastated by the war. As an additional concession, the assets 
made subject to the agreement were limited to those of Germans resident in 
Germany or, if in Switzerland, subject to repatriation. With respect to the gold 
claim, the Swiss have agreed to pay 250,000,000 Swiss francs in gold as final 
settlement of the Belgian gold, amounting to $250,000,000, that was handed 
over to the Germans by the Vichy authorities, then remelted and sold by the 
Germans to the Swiss National Bank. Restitution for this gold has already 
been made by France to Belgium and France is now the claimant against 
Switzerland. The Swiss claimed that the gold had been acquired in good ‘faith, 
but cannot be exonerated from all blame for accepting gold from a country 
which in 1940 and 1941 was known to have looted bullion from all the countries 
it had invaded. The handing over of German assets deposited in good faith 
with Swiss banks is a more questionable procedure, in defence of which the 
Swiss can now do little more than plead the severity of the pressure put on 
them by the Allied negotiators. But even the Swiss, despite their stand on the 
principles of international law, rather compromised this lofty attitude by 
pressing the question of their own claims on Germany. Under the resultant 
deal, they will themselves retain half the proceeds of the liquidation, but will 
have to provide half of any reichsmarks payable to the Germans as com- 
pensation. The Swiss National Council ratified the agreement, by a large 
majority, at the end of last month, but only after a bitter debate. 
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The Battle of Inflation 


NFLATION ” in recent weeks has become a subject of common gossip— 

in railway carriages and restaurants, in pubs and clubs, and, no doubt, in 

the home. The British public, always slow to concern itself with matters 
economic unless given a clear lead, has heard a babel of voices, from quarters 
both high and low. The Financial Secretary, in the House of Commons six 
weeks ago, talked of a “ clarion call ” for action to dispel the inflationary risks 
that still were present. But he made much less noise than the Upper House. 
‘‘ Never in our history,”’ declaimed Lord Cherwell, ‘‘ has the danger of inflation 
loomed larger.” A continued fall in the value of money at the rate of the past 
six years would, he declared, “‘ cheat all our people out of their savings and 
pensions’; “‘ render all planning impossible ’”’ ; and “ spell the doom of our 
position as an industrial nation.”” That was ominous enough. But Lord 
Monkswell, a few days later, went even further. Britain, ie said, was “‘ racing 
towards uncontrolled inflation,” was dangerously close to the time when no 
one would attempt to save because there was no longer any confidence in the 
currency. Here was good strong meat for the popular Press, and irresponsible 
gossips speedily got their fill of alarmist fare. 

The Government was moved to reply. The more extravagant the predic- 
tions of the unofficial chorus, the more soothing the noises that issued from the 
Chancellor. At the time of the Budget debate, he apparently regarded the 
ensuing six months as the period of greatest danger, but felt that it would be 
a year or two (“ at the most ’’) before we could say that it had been definitely 
averted. Six weeks later, after the excitement in the Lords, and after Sir 
John Anderson’s reasoned warnings at the Building Societies’ Conference, he 
was sure that inflationary fears were already subsiding. And at Bournemouth 
a fortnight ago he was satisfied that the danger had nearly—or at least largely 
—passed away. 

Where, between these extremes, amid these contradictions, does the truth 
lie? Before attempting to answer that question, there is one thing that ought 
to be said quite plainly. The Government has been assailed for its industrial 
policy, its social policy and the huge scale of its expenditure, actual and pro- 
spective. But whether its policies are defensible or not, and whether it is 
winning or losing the battle of inflation, in the wordy disputes of the past few 
weeks it has shown sound sense. If there is one sure way of losing the battle, 
it is in fostering among the public a conviction that it will be lost. It is one 
thing to make the public “ inflation-conscious ’’—aware of the dangers and of 
its own responsibilities in ensuring that they are avoided. That is an act of 
high statesmanship. Sir John Anderson, echoing the views of responsible 
observers among all parties, has put the point quite bluntly. ‘‘ We have to 
educate the masses and, if I may say so, not only the masses but also our 
masters in Parliament and the Government.” 

It is quite another thing, however, to frighten the public into believing 
that a severe inflation is inevitable, or even probable. If once the public 
thinks that, if once it really loses confidence in the value of money, no govern- 
ment of a democratic state stands more than a poor chance of preventing a 
progressive depreciation. In this matter the paramount factor is public 
confidence. Happily, in phlegmatic Britain, that is not easily shaken. Happily, 
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too, Britain has no knowledge of inflation on the Continental and Oriental 
scale. Despite the experiences of many returning troops, the ordinary Briton 
has no conception of what it means to trundle a barrow-load of notes to buy 
the midday meal on Monday and two barrow-loads to buy a similar meal on 
Friday. The Central European, who does know, shies at the very word 
“inflation ’’ as he would shy at a ghost. The Briton is not afraid of ghosts, 
for the practical reason that he has never seen one. But it would be well not 
to try his nerves too far, for the consequences of a real fright are quite unpre- 
dictable. In this context, therefore, all who may be presumed to speak or 
write with authority or influence have a special responsibility to weigh well 
their words before the ‘y utter—or, at least, before they utter alarming gly. 

It is from the standpoint of public confidence, then, that we approach the 
main problem. There are many other approaches, which lead at once into the 
higher flights of economic theory or heavy statistical analysis. But it is not 
necessary to fly through the upper air to know what is happening on the 
ground, however valuable the aerial survey. A grasp of basic economic 
principles is, of course, indispensable. But, given that, a man who really 
knows his fellow-men, their traditions and their way of life, and who by mingling 
with them can sense their mood, is likely to be a better judge of inflationary 
dangers than the most erudite statistician. 

Here, then, we are able to eschew the pitfalls both of theoretical definition 
and of ambitious statistical analysis—the former because no definition of 
inflation ever satisfied everybody and the second because the statistical data 
of inflation are so voluminous that it is especially easy to choose whatever 
facts suit the argument. The question, in any case, is not whether inflation 
exists now, or threatens in the future. On any definition, Britain has been in 
an inflationary situation since the early phase of the war : part of our war-time 
sacrifices, as rentiers and many salarie -d workers well know, have been imposed 
by rising prices. It is all a matter of degree. What we hav e to assess is not 
the danger of inflation, but the danger from inflation. In other words, the 
question in the minds of statesmen, equally with those of the public who 
think about the matter at all, is simply this: What is the risk of an inflation 
which would really hurt ? 

* 


On the old-fashioned definition of inflation, Britain has already suffered a 
large inflation and will certainly suffer much more. This is the crude quantity 
theory of inflation—that any increase in the quantity of money that was not 
matched by a corresponding increase in the supply of goods involved inflation, 
by producing a rise in prices. But the old doctrine has undergone successive 
modifications. First, it was held that an increase in the quantity of money 
would involve inflation only if there was no unemployment, since if there were 
idle resources, the spending of new money would absorb them into employment 
and would not, by its competition, drive up prices. Then it was held that it is 
not the volume of money that matters but the flow of money incomes. By any 
of these definitions, there should have been a much higher rise in prices in 
Britain than has actually been recorded, since the volume of money and the 
flow of money incomes have both approximately doubled at a time of over-full 
employment. But all of these definitions leave out one vital factor. It is not 
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the possession of extra money or extra incomes that is decisive, but what people 
do with their extra money and extra incomes. If the excess is small, but the 
whole of it is spent, the result may be a really hurtful inflation. If the excess is 
large, but the whole of it is saved, the pains of any inflation which already 
neo will be no greater than before. It follows, therefore, that the amount of 

ar-time inflation cannot be measured simply by the increase in volume of 
money, nor can the danger of future inflation be judged by the extent to which 
the volume of money is likely to rise further—even if that increase is related to 
the estimated expansion of the supply of goods. 

Without attempting to frame an alternative definition, we shall say quite 
simply that an inflationary condition exists whenever too much, money is 
running after too few goods—with particular emphasis upon ordinary con- 
sumption goods. The test is not how much new money or new income has been 
generated, but how much of it is running after goods. We should not, therefore, 
necessarily be perturbed by a further expansion in the volume of money, even 
though it were obviously more than proportionate to the extra output of goods. 
Nor should we necessarily be especially heartened by a contraction of the money 
supply. Whatever happens to the volume of money and flow of income in the 
early future, it is evident that for some time to come too much money will be 
running after too few goods, and still more money will be trying to run. The 
inflationary pressures will continue. 

At what point, or in what circumstances, would this continuing inflation 
be hurtful ? Three cases may be distinguished. First, any substantial further 
rise in the general cost of living would cause grave inequities and unrest, even 
if the movement did not become cumulative. Secondly, a relatively small 
price rise might be dangerous if it formed part of a cumulative movement, 
for that would imply a continuing and accelerating climb. Thirdly, any con- 
dition in which cumulative tendencies were obviously arising should be treated 
as scarcely less dangerous, even though the movement had not actually started. 
But what, for this purpose, is a “ substantial’’ rise? The inflation after the 
last war obviously was hurtful, and then the official cost of living rose by 
over 30 per cent. (of its level at September, 1918) before the collapse set in at 
the end of 1920. Wholesale prices, at their peak in the spring of 1920, were 
one-third higher than at the time of the armistice (and fully three times 
their pre-war level). Measured by these standards, a further (non-cumulative) 
rise of, say, I0 per cent. in the next year or so would probs ‘bly not be seriously 
hurtful, but one of more than 20 per cent. almost certainly would be—though 
it must be remembered that the burden of the last post-war inflation was 
greatly aggravated by the steepness of the rise that had occurred during the 
war itself. 

The table on page 10 shows the price trends of this war and the last.* The 
indices in both periods are arbitrary, and certainly understate the extent of 
the true rise, partly because they cover only a circumscribed range of com- 
modities and partly because no allowance is made for deteriorations in quality 
of the goods included. But in view of the much greater effectiveness of price 





It may be noted, incide stall, in illustration of the unreliability of purely monetary statistics 
as icators of inflation, that bank deposits rose even more substantially in this war than th 
n the last In the five years to end-1918 (monthly figures were not published in the last war) 
the rise was a little under go per cent In the six years to end-August last, they rose by 117 


pe ent. ; over a five-year period, to August, 1944, the rise was 85 per cent 
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control in this war (beyond the range of “ cost-of-living ’’ goods), a true com- 
parison would accentuate the contrast shown by the “following series : 








part 
PRICES IN TWO WARS whi 
I914—2I | 1939—46 prol 
Wholesale Cost of | Wholesale Cost of wea 
Prices Living } Prices Living hou 
Pre-war a 100 Loo 100 100 Pre-war. 

ae = | 166.1 131 May, 1945. The 
Sept., 1918* .. 243 210 168.4 134 July, 1945.* to s 
. onal 42 220/25 3.2 2 Aug., 1945. : 
March, 1919... 222 215 166.8 ur Det 1045, capi 
July, 1919... 251 205/10 170.0 131 April, 1946. Owl! 
a = | m 132 May, se the 
March, 1920.. 326F 241 ? 4 sia whic 
Nov., 1920 .. 257 276t ? ? but 
May, 1921 .. 1g! 228 ? ? And 
* Wholesale price peaks in the two wars. The indices shown for 1914-21 are based on pora 

The Economist index ; for the more recent period the Board of Trade index has been used. 
+ Post-war peaks. heat 
:; welc 
On these figures, for what they are worth, there is plainly little cause for 
alarm. The cost-of-living index is, of course, wholly pegged. The wholesale vela! 
index is more indicative of real trends, but many of its constituents are entirely sen 
dominated by Government trading policy (as distinct from price control of pen 
goods in the private sector). The movements of some of the sub-groups may hes 
therefore be more significant than those of the whole index, which in the past set j 
twelve months has not risen substantially faster than in the preceding twelve ead 
(2.7 per cent., against 1.5 per cent.), and even in the past five months of cus 
increasing pressure has moved by only 2.1 per cent. But in the nine months guid 
since VJ, the indices of manufactures and building materials have each risen to tl 

by roughly 6 per cent.—a rate of advance which, if continued, would certainly 
be disquieting. Moreover, a number of more recent increases have attracted I 
attention, notably those in cars, utility clothing and railway charges. Survey- bein, 
ing the position broadly, and without focusing too closely upon the arbitrary cont: 
indices, one is bound to conclude that the upward trend of prices has steepened expo 
in recent months. The present gradient is not severe, but, on the best reckoning, eames 
it is likely to be maintained for some time ahead. no f 
There is, however, some justification for regarding this present phase as for ¢ 
analogous to the early months of the war, when adjustment of prices to costs infla' 
under war conditions produced a relatively sharp rise. Some of the abnormal ticht 
war costs, such as the effects of black-out working, dislocation of transport, oh 
and high insurance charges, were fast disappearing long before the war ended. the ( 
Since last summer, therefore, the transition towards peacetime conditions of And 
production appears to have involved many more cost increases than cost and | 
reductions. Thus the considerable (though not really alarming) crop mode 
of demands for increases in wage-rates sprang to a large extent from the impact Sor a: 
upon total weekly earnings of reduced overtime pare cessation of special pete 
bonuse ‘s—not to mention the effects upon family budgets of the return to the end « 
household of married women previously employed part-time in the factories must 
and elsewhere. It is against the background of such factors that the accen- senees 
tuated rise in wage-rates should be viewed. Weekly earnings had begun to ne 
fall even in 1944/45; but weekly wage-rates, which in that year rose by 4.6 | ;, wa 


per cent., rose by a further 7 per cent. in the twelve months to last May. | or in 
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There is no doubt that average wage costs have risen by more than this, 
partly because of extensions of holidays-with-pay and fresh welfare outlays, 
which are naturally continuing charges ; but the more important factors are 
probably those which can best be compendiously described as workers’ war- 
weariness, reflected in increased absenteeism and smaller output per man- 
hour. There have aiso been comparable influences upon capital charges. 
The physical task of reconversion and re-tooling has for a time made it necessary 
to spread overheads over a smaller output, and replenishment of run-down 
capital, whether fixed assets or simply stocks, is adding to the interest bill, 
owing to increased replacement costs. In all these instances, the first stage of 
the industrial transition has involved (and is still involving) adjustments 
which are in a sense non-recurring. Each adjustment may raise prices once, 
but is unlikely to do so a second time, unless a cumulative movement starts. 
And some of these influences, such as war-weariness, may well be only tem- 
porary. Already, despite the attractions of the summer season, less is being 
heard of absenteeism, and among coal miners there has recently been a 
welcome fall. 

There is, then, nothing inherently unexpected or unreasonable about the 
relatively moderate rise in prices that is now taking place. If it produces no 
secondary effects, the gradient might be expected to become more gentle as 
soon as the impact adjustments are complete. But is it certain that there will 
be no untoward secondary effects? A hurtful spiral of inflation could be 
set in motion by these so-called “‘ adjustment ”’ increases in costs almost as 
readily as by inherently more vicious tendencies. How serious is the risk of a 
cumulative or spiral inflation ? On this matter it is futile to seek statistical 
guidance. It is better to return to empirical reasoning, with special reference 
to the mood of the people. 

* 

Few would dispute that the main weight of inflationary pressures is only 
being kept in check by the continuing phy sical controls, rationing and price- 
control. The burden of capital demands—industrial re-equipment, housing, 
exports, and re 
come take up all the slack created by the unwinding of war production—leaving 
no room, in productive power, for increased consumption. But competition 
for goods for capital purposes will not be a direct cause of whatever further 
inflation occurs. Physical control on the capital works side may not be water- 
tight, but so large a proportion of the available productive resources in the 
relevant industries is bespoken for projects—especially housing—over which 
the Government has close control that the situation will not get out of hand. 
And the Government apparently intends that the volume of capital works 
and exports shall be such as to leave scope for a progressive, but relatively 
moderate, expansion of consumption. The real danger is not that competition 
for sup plies for capital purposes will prevent such an expansion, but that an 
even greater increase in consumption will encroach upon vital capital works 
and exports. And the back-log of demand for consumption goods, as everyone 
must be painfully aware, is vastly greater than the available productive 
resources. The moral sanctions of war are gone, and the psychological factors 
now work in the opposite direction. The public is weary. Its mood of restraint 
is waning. It commands a vast reserve of liquid purchasing power—in money 
or in securities which the Government will turn into money on demand. If 
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any large part of this pent-up demand came suddenly to market, the defences 
against a spiral inflation could not withetend the strain. 

But it is not coming to marke Nor will it do so suddenly unless the 
public takes fright. The people’s purse- -strings have certainly been loosened. 
But consider the social and psychological influences that are at work—six 
years of bleak drudgery, of growing weariness and shabbiness ; depletion of 
domestic equipment to the point of real hardship and daily, nagging irrita- 
tions ; the return of fathers from the forces to resume peacetime domesticity 
in dowdy homes ; the reunion of families for years scattered on war work ; 
the newly-weds of war and post-war. If such factors are duly weighed, the 
astonishing thing is not that the purses have been loosened but that they have 
not been turned upside down. Yet, with all these cogent reasons for spending, 
the price-controls are still holding tolerably well. Much attention has been 
attracted lately by the substantial increase in dis-saving by holders of savings 
certificates, defence bonds and savings deposits. The C hancellor will be lucky 
indeed if he achieves his target for small savings. Yet these encashments of 
past savings are but the natural reflection of the social factors instanced above 

—and, in some cases, of transitional unemployment and short-time working. 
They are ce eractore no evidence that the public is about to embark upon a 
spending orgy. If that were imminent, the withdrawals would be very much 
larger than those witnessed so far. 

Consider, too, the position of the Service Release Benefit Accounts, in 
which each demobilized man or woman receives a credit for demobilization 
gratuity and post-war credit (deferred pay). Up to mid-May, from the 
beginning of the system, £1944 million had been credited and no more than 
£81 million, or a little over 40 per cent., had been withdrawn—part for transfer 
to other banking accounts. There is little sign here of determination to go 
wildly on the spree. At the corresponding date after the last war, roughly 
80 per cent. had been withdrawn from the similar accounts. 

There is obviously a rising tide of expenditure. But, on such evidence as 
this and from personal observation, there is no indication that the public is 
buying “‘ for the sake of buying.’ Recklessness there may be here and there, 
but the general impression is that people are buying what they honestly need 
when they can get it—sometimes, admittedly, immediately they see it, without 
too nice a regard for price. But, if that is a faintly ominous sign, the really 
menacing symptom is hardly apparent at all. The public is certainly not 
rushing in to buy whatever goods it can get for fear of future price increases. 
And if a few are doing so, there are many others who are certainly biding their 
time in the hope of lower prices or wider choice. This is, indeed, the acid 
test of whether Britain is “ racing towards inflation.’”’ Unless the public 
grows frightened and takes it for granted that the things that are purchasable 
will be dearer next week or next month, there is not likely to be any. “ race.”’ 

Moreover, the longer this mood of relative calm is maintained the less is 
the risk of sudden fright. The opening phase of reconversion—the phase of 
virtual void, so to speak—is over, and week by week the supplies of goods 
are increasing. In March, new supplies of utility furniture were only half the 
comparable volume of pre-war days, but they were two and a half times those 
of March, 1945; leather footwear was up by 12 per cent., clothing cloth by 
22/26 per cent., perambulators by 69 per cent. In the first quarter of this year, 
supplies of cycles were half those of 1938 but twice those of 1944. Household 
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electrical goods (in which there are now signs of over-production) were actually 
larger than pre-war and five times those of 1945 ; domestic cutlery was up by 
47 per cent., and brushes and brooms by 34 per cent. Retail sales are rising 
fast, but although the April turnover was up by 42 per cent. compared with 
1945, stocks at the end of the period were up by 17 per cent. These rising 
sales are not a sign of inflationary pressure (in view of remissions of purchase 
tax, the extent to which they reflect rising prices is probably not large). On 
the contrary, they are a measure of the extent to which pent-up demands are 
being met and inflationary pressures relieved. 

This somewhat random selection of data should not be misconstrued. 
Everyone knows of urgent needs which he is still unable to satisfy, and com- 
plaints of shortages will continue for long. But if many lines of goods are 
demonstrably expanding, the public is not likely to grow suddenly and 
dangerously impatient bec cause other things are not obtainable. Moreover, 
the supplies that are coming forward now were put in production months ago, 
when the available labour force was substantially smaller than that which is 
now at work. And, in addition, roughly a million men and women are now 
idle—awaiting reabsorption from the forces or from war industry. The flow 
of civilian supplies will certainly accelerate. 

* 


In sum, it seems quite plain that Mr. Dalton is more nearly right than the 
alarmists of the Lords. The risk of a catastrophic inflation, which is the only 
kind of inflation with which this article has been concerned, is now virtually 
negligible. But it would be foolish to suppose that lesser brands of inflation 
do not matter. Once the possibility of really dangerous inflation is publicly 
mooted, it is obviously necessary to demonstrate how slender the possibility 
re — . In doing so, there is inevitably a risk of appearing to minimize the 
dangers of the inflationary tendencies which are still growing and, for a time, 
are like sly to continue to grow. 

An emphatic conclusion on the crucial problem necessarily assumes that 
the Government will maintain all the anti-inflation policies which have 
operated during the war, and will keep its defences manned at full strength. 
Above all, it assumes that the policy of subsidizing the cost of living so as to 
preserve virtual stability of basic essentials will be maintained until the flow 
of supplies is much more ample than at present. That policy is the one sure 
bulwark against a spiral tendency ; but the bulwark could be undermined if 
there were any sweeping increases in wages, for then the cost of continued 
subsidization might hold taxation at the point at which production seriously 
languishes for lack of incentive. Mr. Dalton did well last month to give warning 
that tax reductions will be delayed unless savings reach their target. But he 
nid nothing at all about wages, and very little about the real nature of savings, 
as distinct from mere purchases of “ savings’ securities. On these matters, 
there still is need for a forward policy on the inflation front. And the spearhead 
should be a new campaign to educate the public—if only because it otherwise 
may shortly start clamouring again for its post-war credits. The Battle of 
Inflation may have passed beyond the danger of c -atastrophe. But resounding 
victory is not yet sure. When the U -boats were menacing, the Government 
had a ministerial ‘‘ Battle of the Atlantic ’’ Committee. It was a very vigilant 
ind effective Committee. It would be wise, even now, to have an equally 


itchful Battle of Inflation Committee. 
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Can America Hold the Line? 


CARCELY less important for Britain than a proper appraisal of the forces 
§ nating for inflation in this country is a comparable study of the situation 

in the United States. Opinions may differ about the degree to which we 
could have insulated ourselves from the oscillations of the American economic 
colossus by bilateralist planning of our external trade. Even now Mr. Morrison 
has said that if depression were to come again to the United States, “‘ which 
Heaven forbid,’’ measures at present being studied would be put into operation 
to protect ourselves from the impact of this disaster. But it is permissible to 
be highly sceptical of the efficacy of these measures. With the Anglo-American 
agreement duly ratified, with the Bretton Woods system launched, and with 
our commitments under that system reaching their full force within a year 
and not, as had been expected, after a three to five years’ transition period, 
the community of our economic experience with that of the United States is 
beyond question. If, therefore, there is to be any intelligent ‘‘ purposive 
direction ” of the British economy, it will behove our “ directors ” to watch the 
American scene with more than customary care and interest. 

At present that interest must be particularly concerned with the in- 
flationary potential in the American situation and must try to decide whether 
that potential will realize itself over the next few months in terms of an 
uncontrolled boom to be followed by a slump. There have been some warning 
voices in the United States which have already been uttering the cry of deflation, 
pointing to some scattered evidence, such as a supposed collapse in the demand 
for real property (no one in New York or Washington has yet seen any 
perceptible evidence of it) and calculations of how little time it would take for 
the steel industry, working at full capacity, to satisfy the whole of its backlog 
of orders. But for the immediate prospect these apostles of gloom may be 
disregarded. The American scene is one in which the economic forces, as at 
present deployed, favour inflation far more than deflation. In an accompanying 
article Mr. F. E. Daniels has presented some of the relevant statistical material 
bearing on the position in the United States. In this article some attempt must 
be made to sketch the background before which this factual data must be 
viewed and to hazard a projection into the future. 

The danger in the present situation is often attributed to the haste with 
which the United States abandoned war-time physical controls over con- 
sumption and production. Within a short period after the end of hostilities 
all rationing, other than that of sugar, had been discarded and the industrial 
allocation of materials through the War Production Board had been completely 
abandoned. This haste could be compared with the suddenness with which 
Lend Lease was cut off. They were both attempts by the new administration 
of President Truman, then on test and very unsure of itself, to ingratiate itself 
with the general public. In the light of subsequent events many Americans 
who strongly supported the rapidity of “‘ decontrol”’ sincerely regret the 
haste with which certain of the controls were removed. But it would be 
wrong to ignore the benefits that may have accrued from this precipitancy. 
Allowing for the fact that the economic system of the United States would 
continue to be operated by private enterprise, with the guidance of the price 
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system and by the incentive of the profit motive there was some virtue in 
restoring as quickly as possible the conditions under which those principles 
could operate most effectively. Speaking in Washington last September about 
the abrupt termination of Lend Lease, Lord Keynes said that he, personally, 
envied the Americans their characteristically drastic methods which, he 
pointed out, were applied no less to themselves than to others. He wished 
sometimes that there was something more of that spirit in Britain, adding 

‘we are in some danger of reacting too slowly to a radical change in circum- 
stances and of not bracing ourselves forthwith, as we must do, to the new eftorts 
ahead of us.’’ The brutal removal of controls, especially those relating to the 
allocation of materials, undoubtedly helped the r rapidity of industrial recon- 
version in the United States. It is true that the index of industrial production 
fell from a figure of 236 in February, 1945, to 188 by August of that year (when 
war production had been adjusted to the disappearance of Germany as an 
enemy), and further to a low figure of 152 in February of this year. But a 
part of the recent fall has been due to strikes, and by March the index had 
already recovered to 168. Nor must it be forgotten that this index has as its 
base period the years 1935 to 1939, when the American productive machine was, 
on the average, reasonably well employed. Though the artificialities of peak 
war production have naturally disappeared, it is more than satisfactory to 
find that at no time during the difficult reconversion period did industrial 
production fall to a level less than 50 per cent. above the pre-war figure. 
The rapidity with which controls were removed was part of the speed with 
which the job of industrial reconversion was tackled. 

Despite this speed of reconversion and the maintenance of production at 
50 per cent. and more above the pre-war level, the output of civilian goods 

was in many lines inadequate to meet the demand—a demand backed by the 
largest volume of monetary purchasing power ever placed in the hands of the 
American public. It is for this reason that the removal of the controls on 
consumption were more damaging than those on production. The inflationary 
potential in the United States at the end of hostilities derived not merely from 
the growth in the monetary circulation and in the short-term assets held by the 
public, but from the maintenance of income payments at very near the peak 
levels established during the war. Income payments in the United States 
reached their record level—a rate of just over 163 billion dollars a year—in 
the spring of 1945. They had dropped to 157 billion dollars by the last quarter 
of 1945 and since then they have been recovering again towards their previous 
peak. The deflation of monetary incomes that was expected after the end of 
hostilities has therefore not occurred. The reabsorption of demobilized men 
into industry has been rapid and the prophets of woe who were predicting a 
burden of 8 million unemployed in America by the early part of 1946 have, 
fortunately, proved utterly mistaken. Unemployment figures have never risen 
above the 2? million mark in recent months. This, for a labour force of 56 million 
in the process of rapid redistribution that followed the end of the war, must be 
counted a modest figure. 

The maintenance of income payments was helped by the sharp wage 
increases that have been granted throughout U.S. industry. The principle 
on which the leaders of American labour began their fight was the maintenance 
of ‘take home” pay. Since hours and overtime fell abruptly, compensation 
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for the fall in earnings was sought by increasing the basic hourly rate. In 
the process of bargaining, the formula of an increase of 181 cents per hour 
emerged aaa W vith the sanction of the White House, has become the stereotyped 
solution applied to most demands for wage increases. 

While income payments have remained virtually unchanged, the proportion 
of income expended on consumer goods has been steadily expanding. This is 
partly because the public has been saving less and partly because, with the 
Revenue Act passed in the autumn of 1945, considerable cuts were made in 
taxation. The combined effects of these forces is that, while total money 
incomes have hardly fallen from their war-time peak and the present day, 
consumer e xpenditure, which had been running at the rate of about 100 billion 
dollars in the second quarter of 1945, is now running at about 120 billion 
dollars. This increase in consumer expenditure, making its impact on a supply 
situation still affected by reconversion and by labour unrest, has naturally 
made the task of the authorities in holding the price line one of extreme 
difficulty. As wage increases were granted so adjustments were made in the 
price “‘ ceilings” permitted by the Office of Price Administration. These 
adjustments may have appe ared of little significance at first, but when steel 
was involved and was allowed to rise in price by $5 a ton, the administration 
had to admit that a “ bulge ” had occurred in the price line, though the hope 
was expressed that the bulge would be effectively contained. That hope, as 
could have been foreseen, proved an idle one, and for the past few weeks the 
line has been crumbling rapidly, though, it should be added, without any sign 
of a real break through. 

The O.P.A. dam has been considerably undermined by Congress in passing 
the legislation providing for the extension of price control after June 30— 
the terminal date of the old Act. If any blame is to be attributed for this 
emasculation of the price control mechanism, the culprit is not so much Congress 
as the policy of the U.S. administration in sweeping away other controls with 
such haste after the end of hostilities. An effective control of prices demands 
other and more basic controls ; and, given the abundance of purchasing power 
in the hands of the public, O.P.A. wae doomed when rationing was abandoned, 
hus giving that purchasing power free play. In so far as O.P.A. ceilings 
were not raised adequately, trade was increasingly diverted to black markets, 
and to-day it is probably fair to say that more transactions in such diverse 
commodities as butter, nylon stockings and motor cars take place at black 
market prices than at those fixed by O.P.A. The difficulties of O.P.A. have 
been further enhanced by the attempted precision with which its schedules 
lave been drawn up. Instead of giving these schedules some elasticity, 
the thousands of items for which price ceilings have been fixed are carefully 
defined ; the result has been a constant striving on the part of manufacturers 
to produce goods that differ minutely from those for which price ceilings are 
fixed and that can, therefore, be sold without official price restrictions. The 
result of this has been to create quite artificial scarcities in certain types of 
goods—men’s shirts, for example—for which O.P.A. prices are too low, and, 
in addition, to drive commerce into the black market. To sum up the more 
recent experience of O.P.A., it may be said that official indices of retail prices 
are becoming increasingly misleading as guides to the course of inflation and 
to the true purchasing power of the dollar. 
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These attempts to hold the price line in the United States provide a good 
example of the virtual impossibility of maintaining one type of control in the 
midst of an otherwise free economy, especially when that isolated control 

ideavours to give expression to a set of values which are out of alignment with 
related factors in the economic situation. A second such example concerns the 
other control which the U.S. authorities have tried to maintain in isolation, 
namely, the control over money rates. Cheap money has long been the 
declared and successfully applied policy of the U.S. Treasury, which has 
prided itself on the exceptionally low average rate at which the deficits of the 
var years have been financed. The U.S. Treasury continues to be obsessed 
by the interest burden on the swollen national debt and therefore wishes to 
hold rates at a low level. For some time past, however, there has been an 
increasing volume of opinion in the United States which, under the vocal 
leadership of the Federal Reserve authorities, has seen danger not so much in 
the prevailing level of rates on medium- and long-dated Government securities 
as in the extent to which the war-time increase in the national debt has taken 
the form of short-term debt held within the banking system. The danger of 
this ‘‘ monetization ”’ of the public debt is being constantly reiterated and was 
most recently denounced on April 24 last, when the Fede ral Reserve Banks of 
New York, San Francisco and Philadelphia discontinued the special war-time 
preferential rate to member banks of } per cent. on advances secured by 
Government obligations having one year or less to run. The Federal Reserve 
Board on that occasion pointed out that, while it did not “ favour a higher 
level of interest rate on Government securities,” it thought that “‘ the Govern- 
ment’s programme no longer calls for expansion of bank credit to help finance 
huge war expenditures ; instead it calls for action that will stop additions to 
and bring about re ductions in the country’s monetary supply in order to reduce 
inflationary pressures.” The Board thus justified the discontinuance of the 
preferential rate (which had actively encouraged the banks to take up short- 
term Government securities) as an appropriate adjustment from war-time to 
post-war conditions in accordance with the Government’s programme of 
economic stabilization. 

This move, together with the technical consequences of recent repayment 
of public debt out of the Treasury’s accumulated cash balances, has caused 
interest rates in-the United States to take their first upward turn for a period 
of close on ten years. The rise is a slight one up to now, but it points the way 
towards an orthodox discharge of the inflationary potential, a solution which is 
by no means out of keeping with the present-day economic philosophy of the 
United States. There can be no question of a return to the level of rates we 
used to regard as representing dear money. In this, as in most other respects, 
it is the relative and not the absolute concept that matters. But it is difficult 
to believe that the level of interest rates in the United States can be divorced 
from the competitive bidding for new capital that is now going on. Without 
physical control of the allocation of materials and labour to the capital goods 
industries, and without any real control of the terms on which competitive 
appeals to the capital market are made, it will become increasingly difficult for 
the U.S. Government to obtain a reasonable response to its medium- and 
long-term bond issues from the investing public. And even if no substantial 
appeals for fresh money have to be made to the public on Government account, 
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it will be difficult to maintain the current level of yields on Government 
paper. Whatever may be one’s views of the technique of screening demand for 
new capital through the price machinery, there can be no doubt that in the 
economic system operated in the United States to-day it is an integral part 
of the control machinery ; and, if only for that reason, it is reassuring to see the 
first indications of its coming into operation. 

Two other reassuring factors in the situation remain to be mentioned. 
The first is the rapid return towards budget equilibrium. The second is the 
current increase in American industrial productivity. The brutality with 
which demobilization and the reduction in war-time Government agencies 
were carried out, together with the unexpectedly high level of post-war income 
payments, have had the effect of bringing about budgetary equilibrium in the 
United States far more quickly than had generally been expected. For the 
first quarter of this year outgoings were approximately met by tax income. 
The deficit in the second quarter will prove negligible, and by the start of the 
fiscal year 1946-47 the Federal budget should be definitely on an even keel. 
In other words, the era of monetary expansion based on Government deficit 
financing is, for the time being, at an end. 

The productiv ity figures are equally reassuring. By the end of 1944 output 
per man hour in the United States over the group of large industries covered 
by the Bureau of. Labour Statistics was 17 per cent. higher than in 1939. 
The figures for 1945, which should be available in the near future, are likely 
to be adversely affected by reconversion and industrial strikes, but certain 
preliminary calculations showing the position at the end of the third quarter 
of last year ap pe little change on the previous year. It is expected, 
however, that the years 1946 to 1948, inclusive, will show a much greater 
increase in productiv ity than the recent normal, and American experts have 
estimated a further rise of some 10 per cent. in output per man hour over those 
three years. That increase in productivity geared to the vast industrial 
machine of the United States is in itself the main counter-inflationary factor 
in the situation. On the basis of its war-time achievements, that machine 
will, if fully utilized, swamp the country with a flow of goods that could absorb 
all the backlog in the present effective demand and then face the United States 
with the proble ms of over-production, under-employment and deflation in their 
most virulent form. 

Although the rise in wages, costs and prices in the United States still has 
some way to go, there seems little ground to fear a run-away and uncontrolled 
movement. The marriage between the official prices reflected in price indices 
and the prevailing level of black market prices will assuredly take place well 
above the present level of the former. This should help to safeguard the 
competitive position of British exporting industries and to underpin the 
existing exchange valuation of sterling in terms of dollars. But this is an 
essentially short-term view of the position. As soon as the present phase of 
labour unrest has been satisfactorily overcome and the American industrial 
machine is pouring out its torrent of goods, it is the problem of deflation, and 
not that of inflation, that will fill the American—and the world—horizon. 
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Inflationa ary Pressures in the US. 
‘By F. E. Daniels 


HERE can be no doubt that in recent months the American Adminis- 

tration has lost vital ground in its struggle to control fast-mounting 

inflationary pressures. The Act under which the Office of Price Admini- 
stration derives its power to control prices expired on June 30. Under a two- 
fold attack from the Senate and the House, the powers were considerably 
whittled down in the Act to extend the O.P.A.’s lease of life ; and the President 
accordingly vetoed it. The House of Representatives inserted a provision 
that price controls shall be removed altogether from any goods the production 
of which reaches the 1941 level, a provision that takes no account of population 
changes or of the pressure of monetary supplies. 

It had for months been apparent, however, that the Administration was 
losing its struggle to maintain effective price controls. With V-J Day, man- 
power controls disappeared overnight and rationing was virtually abolished. 
The attitude of the Administration, which then seemed reasonable enough, 
was that in a very few months production would reach a stage at which, with 
some continuing price controls, there would be no dangerous pressure on the 
price level. And industry performed a remarkably good job of reconversion 
—so good, indeed, as to raise in the mind of the Administration the fear that 
deflation rather than inflation was the real menace of 1946. 

President Truman’s early line of policy was to give strong backing to wage 
claims, and to insist that price revision could be avoided for the most part. 
With this encouragement, organised labour began its autumn battle for “ war 
wage packets,” a formula calculated to raise wage-rates by 30 per cent. or 
more above the then prevailing levels. On the Administration side, it was 
argued that gross corporate profits, which increased to nearly five times the 
1936-39 average during the war years, would in the transition period be main- 
tained high above pre-war standards, even allowing for sharp wage gains. 

From the short-term viewpoint, however, industry saw only the new 
militancy of labour, a decline in productivity, and a very decisive squeeze on 
profits. The situation deteriorated very rapidly through the winter and spring 
with major labour hold-ups paralyzing activities in steel, motors, electric 
power, and finally coal. Wage concessions granted in major industries ranged 
from 15 to 18 per cent., and the Administration’s price policy gradually shifted, 
with O.P.A. price concessions becoming steadily more general from February 
onwards. 

Meanwhile, labour hold-ups have played havoc with earlier output schedules. 
Industrial production, it is true, has been sustained at overall levels that are 
decidedly high in relation to pre-war peaks. The lowest point touched by the 
Federal Reserve Board Index was around 150 (1935-39=100). But the flow 
of durable goods to consumers has so far been only a trickle by comparison 
with output as a whole. In some items of durable consumer goods (household 
goods), it is true, output in recent months has been at a rate of more than 
one-half the best attained before 1942; but even in such cases, the need for 
" filling the ni athe ’ has meant only a modest consumer supply. 

When we turn from the production schedules to current consumer expen- 
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diture levels, the basis for the current price pressure becomes fully apparent. 

In the background is the huge increase that has occurred in holdings—especially 

in personal holdings—of money and near-money claims. The accompanying 
table summarises the position : 


ESTIMATED LIQUID ASSETS 


HOLDINGS OF INDIVIDUALS AND BUSINESSES 
Billion dolla 
Personal Dec., 1939 Dec., 1942 Dec., 1945 
Currency 2 Aa ar ia S. 10. 3 21.1 
Demand cde posits ina ea ; 5.0 15.1 23.06 
lime deposits , ae ; 24.3 25.6 45.1 
U.S. Government securities , 5.9 S84 55-7 
45-4 92.4 145-5 
Bu ; 
Currency ot : é6 o° 1.6 2.6 4-9 
Demand deposits .. és , 12.9 21.6 37-8 
rime deposit . ro Pa 2.0 2.1 3-1 
U.S. Government securities ee 3:2 23.7 34-0 
10.7 2 79.8 


It is recognized, of course, that inflationary pressures spring mainly from 
the spending of current incomes rather than from accumulations of liquid 
funds as such. But the relationship of consumption expenditure to income is 
now changing rapidly, as may be judged from the following analysis : 


CONSUMER INCOMES, EXPENDITURES AND SAVINGS 
(Adjusted quarterly figures on annual basis) 


(Billions of dollars) 


Disposable Consumer Net savings of Expenditures as % 

Income Expenditures individuals of income payments 
1939 eo ‘ oe 07.7 O1L.7 6.0 o7 3 
1942 =" e% 5 110.6 52.0 28.6 69.9 
O45 =... r ws 138.9 103.6 35-3 64.7 
4th quarter, 1945 ee 135.2 107.0 28.2 69.1 


While final figures for recent months are not yet available, Commerce Depart- 
ment estimates reveal that the annual rate for consumer expenditure during 
the first quarter of this year amounted to $120,000 millions ; and the rate 
still appears to be rising sharply. It must be borne in mind that the wartime 
relationship between disposable incomes and consumer expenditures has, of 
course, been wholly abnormal, and even now the ratio of expenditure to 
income is far below pre-war. All the military and patriotic motives assisting 
price control have now been swept aside, and the existence of the vast savings 
accumulation is clearly having a heady effect on buyers, notwithstanding sheer 
physical shortages. 

The pressure, therefore, may be expected to continue, and will doubtless 
be accentuated by the relaxation of price controls, by wage advances, and, 
paradoxically, by the increasing supply of durable goods. Only 15 per cent. 
of the increase in consumer expenditures this year has been upon such goods. 
Moreover, private gross capital formation is rising sharply. There is an 
incipient boom in residential construction ; while wage concessions—as in the 
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early New Deal years—may be expected to stimulate purchases of equipment. 

The gross national produc t has fallen, at current prices, from a peak annual 
rate of $206,000 millions in 1945 to about $180,000 millions, following the 
decline in war production. Government expenditures are down from an annual 
rate of nearly $100,000 millions in the second quarter of 1945 to $43,000 
millions in the first quarter of 1946 (though the deficit for the current half-year 
will be substantial). On the other hand, private gross capital formation is 
up from a quite negligible figure to an annual rate of over $16,000 millions (in 
the first quarter of this year), while consumer expenditures, as already noted, 
are now running at an annual rate of $120,000 millions, with individual savings 
only one-half the peak rate at $20,000 millions. In tabular form, the position 
is as follows : 


Private Gross 
Consumer Government capital national 
expenditures expenditures formation product 
Billions of dollars) 
1945 oe o° o- ee oe [04.9 53.0 9.4 197.3 
1945 ak (2nd quarter) Pee ; 100.0 99.2 7.2 206.3 
1940 (Ist Quarter) re oa ne 120.0 43.0 160.0 179.0 


The full effect of wage advances is not yet apparent, and increasing quan- 
tities of consumer goods will be diverted abroad through the granting of 
overseas rehabilitation loans. The amounts thus diverted may not be sub- 
stantial in relation to domestic supply, but in food the marginal pressure may 
become acute if the crop position is not entirely favourable. Moreover, the 
Senate farm bloc is making the most of election year. 

The new wage line approved by the Administration may add Io per cent. 
to all manufacturing wages, the minimum concessions being estimated at 
33 per cent. above 1941—on the basis of the official cost-of-living index. Of 
course, the wage volume has been much higher than this, and actual hourly 
earnings have also moved more sharply as up-grading and special premiums 
played their part. Altogether, however, the wage-stabilisation policy was 
generally successful until the close of 1945. 

It is perhaps significant that the commodity price index (1926=100), 
which in 1943-45 rege within a narrow range, with extremes of 103.1 and 
105.8, rose by nearly 4} points, to 109.6, between September last and the end 
of April. The cost-of-living index, which averaged 123.6 in 1943 and 128.4 

in 1945, reached 130.2 in March, and its rise has since acce sJe rated. 

Even before the virtual emasculation of O.P.A. powers, official observers 
were estimating a rise to around 140-145 in the cost-of-living index. It is 
clear that there is a danger of a much sharper movement, and within a much 
shorter period. If it occurs, it may bring some disturbing repercussions 
a year or so ahead. By that time, with the most urgent consumer demands 
met, the produc tive power of American industry may ensure something like a 
return to buyers’ markets. 

Though here and there a shortage of special skills will persist, the U.S. 
suffers from no overall labour shortage. With the return of service members, 
the total civilian force is now reported at 57.6 millions, with the employment 
total at 55.3 millions—higher than any war-time peak. On any past standards, 
such a labour force is more than sufficient in the longer run to provide the 
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enhanced rate of civilian consumption now demanded. Moreover, labour 
productivity per unit increased cumulative ly by 2 per cent. annually from 1929 
to 1941. Despite the recession shown by recent data, there is yet no reason to 
believe that the upward tendency has been definitely reversed. 

It may be expected that the continuing inflationary pressures will be felt 
most sharply throughout 1946, with the probability of some disturbance next 
year as the more obvious discrepancies are ironed out, and as productive 
power asserts itself. The degree of that disturbance will be powerfully 
influenced by the extent of the pressures in the meantime. That, in turn, will 
hinge upon the ability of the Administration to persuade labour on the one 
hand and consumers on the other that increasing output and minimum expen- 
ditures are necessary for some way ahead. In this respect the present outlook 
is, to say the least, discouraging. but, in the longer run, the U.S., far more 
than Britain, remains vulnerable to mass unemployment—in the absence of 
Federal intervention, in one form or another—on a scale that would test the 
wisdom of its political and business leaders. 


Reconversion Contrasts— U.S. and U.K. 
By Walter Hill 


T is widely hoped in Britain that planned reconversion will cut the top off a 
] post-war boom and fill in the bottom of the valley of depression. Many 

Americans believe with equal fervour that a return to laissez faire will 
guarantee the best performance. Observers on both sides of the Atlantic are 
keenly watching the comparative results of the British and American experi- 
ments. In fact, the apparent contrast between British and American policy is 
overdrawn. There is much less planning in Britain than is often assumed ; 
and there is not quite as much Jaissez faire in America as is often be lieved. 
Nevertheless, the approach to the prob lem of reconversion is very different in 
the two countries. The difference is partly a reflection of an attitude of mind, 
but even more so of economic circumstances. 

It is, of course, far too early to pronounce judgme nt upon the different 
methods of approach. In the main, factual evidence is available for only the 
first six months of peace, that is for the initial phase of reconversion. And this 
brief survey deals with only one aspect of the problem, that is, manpower and 
labour relations. 

Since demobilization began after the defeat of Germany, the best starting 
point, perhaps, is June, 1945. The figures on the opposite page, taken from a 
paper read by Mr. C. T. Saunders before the Manchester Statistical Society, 
give a rough comparison between Britain and the United States. 

One of the most striking contrasts between the British and the American 
figures is the marked increase in the working population of the United States 
between 1939 and 1945. The British increased by less than 2 millions; the 
American rose by nearly 11 millions. In this country the increage in the working 
population was due mainly to the recruitment of persons not previously in 
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eainful employment and the postponement of retirement. In America, there 
was an additional cause that often tends to be overlooked, that is, the rapid 
natural increase in the population of working age by some 900,000 a year ; 
of these about 650,000 normally join the ranks of the gainfully occupied popula- 
tion. Mr. Attlee has estimated Britain’s working population at the end of this 
year at some 20 millions, that is, only a quarter of a million more than in 
1939. Even if America’s war-time recruits leave paid occupations, that 
country’s working population will be 44 millions larger at the end of 
1946 than it was in 1939, that is, it will amount to some 56 millions. But 
it cannot be assumed that all the war-time recruits will retire. In June, 1945, 
the proportion of the total population (males aged 14 to 64 and females aged 
14 to 59) that was then gainfully occupied was 67 per cent. in Britain and 
only 59.5 per cent. in America. In sum, while Britain’s working population 
has reached comparative stability at pre-war levels, that of America will 
remain several millions above that level and, after the retirement of part of 
the war-time recruits, will resume itsexpansion. If account is also taken of the 
much larger unemployment in America than in Britain in 1939, America’s 
capacity to produce will greatly exceed actual production in 1939. 

America’s present problem is to find jobs for an expanding working 
population ; Britain’s is to find the workers for the most important jobs. 

This difference in circumstances is well known. It goes a long way—though 
b »y no means the whole way—towards explaining the differing approaches to 
the problem of reconversion. Limited means are conducive to careful 
budgeting ; unlimited means tend to discourage it in the sense that it is 
regarded as superfluous. 

British practice in reconversion has not lived up to needs. In view of the 
shortage of manpower, the emphasis in military and industrial demobilization 
should have been on speed ; in fact, progress has been comparatively slow. 
Between June, 1945, and March, 1946, the military personnel were reduced 
by less than half, that is, from 5,090,000 to 2,766,000 ; by now they should be 
down to 2,000,000 and by the end of the year to 1,200, ooo. The process has 
been more rapid in industrial demobilization. The number of persons employed 
by the Supply De partme nts declined from 3,791,000 in June, 1945, to 1,066,000 
in March this year. By the end of this year it is to be cut to 500,000. 

If demobilization has been too slow in Britain, speed appears to have been 
over-emphasized across the Atlantic. There some 5 million members of the 
armed forces were released in the last quarter of 1945 ; the net reduction of the 





I. COMPARATIVE WORKING POPULATION, 1939-1945 


(Thousands) 





GREAT BRITAIN UNITED STATES 
—— 1939 June, 1945 Average, 1939 Average, 1941 June, 1945 
480 5,090 360 1,630 12,300 
17,010 15,184 33,530 38,170 41,200 
lture _ O10 1.025 9,400 8,640 8,000 
nem ployed ‘ 1,270 103 3,400 5,010 1,080 
*-Service person- 
nel not yet at work 4 = 
TorTaAl ‘ 19,750* 21,560* 51,090 53.450 62,590 


* Including Civil Defence and Police. 
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forces between July 1945 and February 1946 was 7,070,000. Again, the number 
of workers serving the forces in the factory was cut from some 8 million in 
June, 1945, to 2 million by the end of November. Since then, the number of 
munition workers has been further curtailed. Inevitably, unemployment has 
tended to mount, from 1,080,000 in June, 1945, to 2 1650, 000 at the end of last 
February. This figure by no means includes all ex-service personnel not yet at 
work ; and it excludes certain categories of workers temporarily out of a job 
who are included in the British returns. Statistics comparable to those now 
available for Britain would probably disclose a total of unemployed and 
ex-members of the forces not yet at work of more than 5 million. Nevertheless, 
millions of demobilized members of the forces and of maaiibion workers have 
apparently been absorbed in peace-time occupations ; this is a testimony to the 
resilience and power of adaptation of the American economy. 

If speed should have been the keynote of demobilization in Britain, a 
manpower plan, designed to ensure balanced progress in the fulfilment of 
the three aims of increased civilian supplies, an expansion in exports and the 
provision of new capital equipment for industry, seemed essential. Yet no 
such plan has been disclosed. Such planning as there has been has tended to 
be piecemeal. Plans have been drawn up for an expansion in the manpower 
engaged on export work. This had fallen from 930,000 in June, 1939, to 
408,000 in mid-1945 ; it had been raised to 1,148,000 at the end of March, 
and is scheduled to reach 1,550,000 by the end of the year. Manpower targets 
have been set for housing, ‘ie defence and for munition workers. But the 
targets for civilian goods for home consumption and for the re-equipment of 
industry have not been fixed, or, at least, they have not been announced. 
No attempt has yet been made to fix targets for all aims within the limits of 
the total available manpower. Indeed, the problem of the choice between 
more re-equipment than before the war and a speedy return to former standards 
of consumption has not yet been faced. Given the estimated increase of only 
250,000 over 1939 in the working population, and the defence, export and 
housing targets, the choice cannot be avoided. To ask simultaneously for more 

rapid modernization of industry and for improvements in pre-war living 
standards is to ask for the impossible. 

If first things are to be put first—as it is the Government’s professed 
intention—Britain’s manpower will have to be economized rather more 
carefully than hitherto. The lack of guidance is more noticeable if the distri- 
bution of manpower is examined in detail. The coal-mining industry is known 
to require some 100,000 men if home requirements are to be met and if coal 
exports are to be lifted from the present deplorably low level. It is no longer 

ufficient to recite the difficulties of recruitment ; the opportunity to employ 
many thousands of Poles and prisoners of war has not been lacking. The 
objections to the employment of foreigners cannot be taken seriously against the 
background of urgent needs. A large proportion of the existing families of coal- 
miners derives from immigration—not only from Ireland, but also from 
Poland. But coal-mining is only one example of an industry seriously short 
of labour. There are others. Since the Essential Work Orders are soon to 
be abolished in the industries in which they are still in force, some other 
method will have to be found to guide workers into the jobs in which they 
are needed most urgently. 
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The United States never professed any intention to guide the post-war 
distribution of manpower. The authorities considered their job at an end with 
the release of G.I.s and munition workers. Comparative British and American 
statistics are given below : 


Il. COMPARATIVE WORKING POPULATION, 1945-1946 


Thonca 
Phousands) 


GREAT BRITAIN UNITED STATES* 
ne x Moarcl | Tniv = February Y 
une, 945 Miarcn, 1940 } july, 1945 rebDruary 1940 

Forces a én - 5,090 2,766 | 12,280 5,210 

Civilian Employment . 16,209 16,413 | 54,270 51,690 

Unemployed a iia 103 372 | 950 2,650 
Ex-Service personnel not yet | 
work .. a ne oO 875 } 
. 4 /2 

: —s } - acacia 

21,509 »,521 07,500 59,550 

Male .. ae i cs 14,846 14,664 47,150 43,440 

Female , <a oF 6,723 5,857 20,350 16,110 


* These figures are compiled on a new basis and are not directly comparable with those given 
in Table I. 

The total working population in the United States declined by nearly 8 
mmeant against a fall of only about one million in this country. Half of the 
decline in American is due to the repeated withdrawal of women from work ; 
the remainder must include a large proportion of ex-members of the forces who 
have not yet reported for work. Perhaps the most significant figure is that 
relating to unemployment ; whereas the figure for Britain has shown a slight 
increase, that for America has dropped by 2,580,000. 

Equally interesting are the changes in the distribution of non-agricultural 
employment recorded in the Federal Reserve Bulletin for May 


IL] DISTRIBUTION OF U.S. EMPLOYMENT (EXCLUDING AGRICULTURE) 


(Thousands) 


July, 1945 March, 1946 

Manufacture 7 , big ela 14,130 11,720 
Mining we si - is aks 784 791 
Construction oe tee ; , orl 1,328 
Transport, gas, electricity, et “ie “ls 3,858 3,932 
Trad + and its p — 0,975 7,003 
Finance, service, ete r nm at 4,072 5,062 
Government . ° Pa 5,043 5,493 

Toral 24 ie 37,273 35,929 


These figures underline the fall in employment. They show that the reduc- 
tion has been confined to manufacturing industries and to Government service. 
All other branches of activity registered an increase. The sharp fall in employ- 
ment in the manufacturing industries is a reflection of the drastic curtailment 
of war contracts and of the failure to ensure a proportionate expansion in 
civilian production. These figures suggest that, after all, the success of American 
reconversion in its initial stages has not been as brilliant as has been widely 
assumed in this country. The total civilian male labour force rose by little more 
than 3 million between July, 1945, and February, 1946. If this rate of increase is 

compare d with that of the return from the forces, the number of ex-members 
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of the forces who had not sought civilian employment by last February must 
have exceeded 3 million. If these had been included in the civilian labour 
force and if some 4 million women had not left their war-time employment so 
hastily, unemployment in the United States would have been very heavy 
indeed. 

Further, in contrast to the comparative calm in labour relations in this 
country, there has been heavy weather in the United States during recent 
months. P rolonge d stoppages have occurred in all the principal industries, and 
one of America’s most serious coal strikes has only recently been settled. Unsat- 
isfactory labour relations have seriously held up the expansion in civilian 
production. The absence of recent statistics renders precise measurement 
of their effect impossible. But the drop between June, 1945, and March, 1946, 
of the indices published in the Federal Reserve Bulletin is serious enough. 
lhe index of the volume of industrial production (1935-39=100) fell from 220 
last June to 162 in October ; this isa reflection of the drastic cut in war production. 
But by March, 1946, it had only recovered to 168, which confirms the impres- 
sion given by the employment figures that reconversion has not been as rapid 
as is generally believed. 

Another consequence of the recurring labour disputes is that their settle- 
ment is secured only at the price of higher wages. In other words, the rise in 
costs is gaining momentum. Over the whole war period, the rise in prices has 
been less steep than in this country. The Bureau of Labour’s wholesale price 
index has risen by 42 per cent. between 1939 and the end of April, 1946, and its 
price index for moderate income families by 30 per cent. But the upward 
movement is likely to continue and, in the absence of adequate price control 
powers, at an accelerated rate. 

Obviously, at this stage of reconversion, it is not possible to draw very 
definite conclusions from a comparison of British with American experience. 
But two may be ventured even now. 

First, the speed of reconversion in the United States has not been as great 
as has been claimed. Military and industrial demobilization has been faster 
than in Britain; but the rate of expansion of civilian production does not 
seem to have been much greater, partly because of the succession of labour 
disputes. Considering its special problems and difficulties Britain need not 
be ashamed of its own record since the end of the war. 

Secondly, and this is beginning to be admitted, laissez faire of pre-war 
style is no longer the salation to all American problems. True, Britain’s 
experiment in peace-time planning has not yet been an unqualified success ; but 
it has avoided at least some of the difficulties which are facing the United 
States. The United States may soon discover that, even in reconversion, it is 
not much easier to find jobs for an expanding working population than it 
is for Britain to find the workers for essential jobs, and that both tasks involve 
much more planning and purposive direction than is at present conceded. 
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Debate on Bretton Woods 


(The debate opened in the May issue of THE BANKER by Mr. Einzig’s “ Chal- 
lenge to Mr. Harrod” evoked a spirited response from Mr. Harrod in the June 
issue. In this issue the contestants make their final thrust and counter-thrust. 
This particular interchange is now ended, but the general debate goes on.— EDITOR). 


I.—A Reply to Mr. Harrod 
By Paul Einzig 


N a review, in the May issue of THE BANKER, of Mr. Harrod’s pamphlet t A 

Page of British Folly, 1 challenged Mr. Harrod to produce evidence in support 

of his statement that the White Plan contained proposals authorizing debtor 
countries to discriminate against a creditor country whose currency had been 
declared ‘‘ scarce.” I maintained that the White Plan merely authorized the 
proposed International Monetary Fund to discriminate in the allocation of its 
own supply of the scarce currency, and contained no reference whatever to any 
discrimination by member countries in the allocation of their supplies of that 
currency. I hoped that if Mr. Harrod was unable to quote from the White Plan 
the text authorizing member countries to discriminate, he would admit that 
he had made a mistake. But, in his reply in the June BANKER, he has not done 
so. Instead, he quotes a passage which quite obviously refers to discrimination 
by the Fund in the allocation of its own currency, and then proceeds to interpret 
that passage as if it authorized member countries to discriminate in the allocation 
of theiy currency. 

Here is the text in question, from Article 7 of the White Plan:— “‘. . . the 
Board of Directors of the Fund shall inform the member countries of the 
probable supply of this (the scarce) currency and of a proposed method for its 
equitable distribution .. .” Even in the form quoted by Mr. Harrod, divorced 
as it is from its context, this passage cannot possibly be interpreted as if it 
referred to the currency holdings of members. Surely, Mr. Harrod does not 
really imagine that the British Government would require information from 
the Fund about the probable British supply of the scarce currency in question, 
a subject about which the Treasury should know at least as much as the Fund ! 
Evidently, the Fund is meant to inform member Governments of 7/s own prob- 
able supply of the scarce currency. 

Moreover, Mr. Harrod’s interpretation, if correct, would mean that Dr. 
White wanted to empower the Fund to elaborate a method for the equitable 
distribution of the British supply of the scarce currency among British appli- 

cants, and simply to inform H.M. Government of a cut-and-dried scheme for 
it to act upon. As it is evident that at the beginning of the text quoted sega 
the Fund is required to inform the member countries of the probable supply o 

its own currency, it must be equally evident that the reference in the same sen- 
tence to the equitable distribution of that same currency also refers to the 
Fund’s own supply. Any lingering doubt on this point can easily be dispelled by 
reading also the first half of the sentence from which Mr. Harrod’s quotation 
comes. And the end of the third paragraph of Article 7 makes it evident that 
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the text concerns apportionment by the Fund between countries, not by member 
countries between their own citizens. 

Although I clearly stated my interpretation of Article 7 on p. 91 of the May 
im ANKER, Mr. Harrod has treated as non-existent the inconvenient point in my 

gument and proceeded with his own interpretation independently. “ The 
currency of the predominantly credit country thus becomes officially scarce,’ 
he writes, “ de bit countries cannot continue to buy the goods of the credit 
country on credit. They will have to (sic) take some steps to limit their pur- 
chases in accordance with some scheme of ‘ equitable distribution ’.”” It has 
been shown above that the reference to ‘‘ equitable distribution ’’ concerns 
distribution between countries by the Fund, not between citizens of a member 
country by their Government. But if Mr. Harrod’s argument rests, by any 
chance, on the assumption that the mere fact that the Fund ceased to pay out 
dollars freely would in itself justify member countries to discriminate against 
the United States, then my answer is that the same situation would logically 
arise a little later even in the absence of Article 7. What would happen if, 
instead of distributing the scarce currency “equitably ’’ among member 
countries, the Fund simply dealt with applications in strict chronological order? 
It would come to the end of its dollar resources sooner or later, and would then 
have to suspend paying out dollars. If on the basis of Mr. Harrod’s argument 
the mere rationing of the Fund’s dollar resources justified the limiting of 
purchases of American goods, how much more would member countries be 
justified in doing so when the Fund ceased to pay out dollars altogether ! 
As I pointed out in the May BANKER, the only result of Article 7 of the White 
Plan would be that, instead of continuing to apply the “ first come first served ” 
principle in the allocation of dollars after they had become scarce, the Fund 
would have to deal with applications by me -mber countries according to their 
merit. This is another argument which Mr. Harrod has preferred to ignore 
instead of answering. 

In my article I criticized Mr. Harrod for making sweeping claims without 
troubling to quote the actual texts on which they stand or fall. This is pre- 
cisely what he is doing once more in his reply when answering my other main 
argument, namely, that the scarce currency clause of the Bretton Woods Plan 
is worthless. And once more he is quoting a non-existent provision of the Final 
Act in support of his reply. He declares that my claim that, under the Plan, 

Great Britain may, in given circumstances, remain — legal obligation to 
allot doll urs freely even after she has spent her last cent, is “ entirely without 
substance ”’ and adds that it is really surprising that I ene have allowed this 
to stand “ in a contribution which by its challenging tone challenges scrutiny. 

I am all for scrutiny, but let it be based on the text of Command Paper 6546, 
not on the totally different text that seems to exist in Mr. Harrod’s imagination. 

Mr. Harrod maintains that the circumstances envisaged by me, in which 
Great Britain would exhaust her supply of dollars before dollars are declared 
by the Fund to be “ scarce’ cannot arise. “If Britain has any foreign cur- 
rency at all available and has not exhausted her quota,” he says, “ dollars will be 
available to her. Any foreign currency will be as fully available as any other 
(Italics are mine). This implies that if Britain has no more dollars but has 
plenty of francs she can always go to the Fund and buy dollars against francs 
within the limits of her quota. What is the real position ? Under Article V (2) 
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a member can only buy from the Fund the currency of any other member against 
payment in its own currency or in gold. Mr. Harrod’s claim that this country 
can always get dollars so long as it has any foreign exchanges at all (even 
though they consist of zlotys and drachmas only) is based on the mistaken 
assumption that the Bretton Woods Plan restores the same degree of multi- 
lateralism as existed before 1931 

[t is true that the Bretton Woods Plan seeks to achieve multilateralism by 
making it compulsory for members to re-purchase their own currencies if 
offered to them for sale by other members. But this is evidently not what Mr. 
Harrod has in mind, since he speaks of Britain being able to convert her various 
foreign currencies into dollars “ so long as she has not exhausted her quota.” 
The truth is that, so long as Britain has not exhausted her quota she can ob- 
viously get dollars from the Fund against payment in sterling even if she does 
not hold any foreign exchanges of any kind; and that the obligation of her 
fellow-members to re-purchase from her their currencies is not affected by the 
exhaustion of her quota. Under Article VIII (4) Poland and Greece are 
supposed to be under legal obligation to convert other member countries’ 
holdings of zlotys and drachmas into gold or sterling, and if they should choose 
to convert them into gold Britain would be in a position to acquire dollars. But 
Britain could not claim conversion if they (not Britain, let it be noted !) had 
exhausted their quota with the Fund ; and, in any case, under Article XIV (4) 
this provision of the Plan may be postponed for at least five years, possibly 
much longer. While Great Britain was forced under the Loan Agreement to 
undertake to restore convertibility twelve months after the receipt of the loan, 
most other countries need not do so for a long time. Meanwhile the multi- 
lateral system will be confined to a very small number of countries. 

The present position is that Great Britain is very short of convertible 
currencies but has at her disposal ample supplies of francs and other inconvert- 
ible currencies. Is it so very unlikely that this situation will continue for some 
years? Ifit does, we are likely to run short of dollars or of currencies convert- 
ible into dollars, and we may exhaust our quota with the Fund before dollars are 
declared “‘ scarce.’’ And in that case we shall remain under legal obligation to 
spend non-existent dollars. 

However, I readily admit that this is an extreme instance to illustrate the 
futility of the “searce currency ”’ clause. My main argument was that the 
‘ scarce currency ’’ clause cannot be applied so as to conserve our dwindling 
dollar resources for vital future requirements and thus to avoid their indis- 
criminate expenditure on immediate luxuries. In reply to this contention, 
Mr. Harrod remarks :—‘ Mr. Einzig complains that the exchange limitations 
shall not be more restrictive than are necessary to reduce the demand for a 
scarce currency to its supply. He is apparently not content that American 
exports should be cut to the amount which is balanced by what the United 
States imports or invests abroad, but wants to cut them further still. This does 
seem a little hard!’’ Here again Mr. Harrod is guilty of having wholly mis- 
understood the Bretton Woods Plan, though in this respect its meaning is 
crystal-clear. 

Article VII (3 b) stipulates that the discriminatory measures authorized 
by that ciause “ shall be no more restrictive than is necessary to limit the 
demand for the scarce currency to the supply /eld by, or accruing to, the mem- 
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ber in question.”” Mr. Harrod would be right if we were entitled to limit the 
demand for dollars to the supply of dollars accruing to us. But we are only 
entitled to limit the demand to the supply accruing to us, plus the supply already 
held by us, a fact which was overlooked by Mr. Harrod. In plain English, we 
must spend not only our current earnings of dollars, arising from American 
imports and American loans, we shall also have to waste all our previously 
accumulated dollars (and gold and convertible currencies) by indiscriminate 
allocations to importers and foreign holders of sterling, before we are graciously 
permitted, under the “ scarce currency ” clause, to bolt the stable door after 
the horse has gone. That clause will simply enable us to limit the efflux of 
dollars to the influx of dollars, after having used up our reserve. But, then 
once our reserve is used up we are in any case unable to spend more dollars 
than we receive, scarce currency clause or no scarce currency clause. 

The scarce currency clause, in the form in which it first appeared in the 
Joint Statement, might have been helpful, for it would have become applicable 
as soon as the Fund had declared dollars scarce. But even under that clause 
the United States could have over-exported and under-imported indefinitely 
with impunity, so long as dollars were lent freely to cover the import surplus 
of the deficit countries. (This argument is also ignored in Mr. Harrod’s reply.) 
And even this inadequate provision was whittled down at the Bretton Woods 
Conference. In the form in which it appears in the Final Act, the scarce currency 
clause simply serves the purpose of assisting the declared American policy 
of achieving an annual export surplus of $3,000,000,000, for it prevents deficit 
countries from checking the drain until they have spent their whole reserve on 
American goods. 

As for Mr. Harrod’s generalizations on the respective merits and demerits of 
bilateralism and multilateralism, it is a mystery to me why he should regard the 
conclusion of friendly agreements on a basis of give-and-take as a “ bullying, 
tough and brutal’’ method,;and why he should be so sure that the “ bad- 
neighbour-policy ”’ of exporting unemployment through cut-throat competition 
would lead to the creation of ‘‘ a peaceful and co-operative world.” However, 
I respect his views even if he does not respect mine, and I fully agree that in this 
contest of ideas there should be no ill-will towards one’s opponents. 

In answer to my remark that he had attacked his defeated opponents after 
the Battle of Bretton Woods had been won, Mr. Harrod claims that there has 
never been such a battle, that the attacks on the Bretton Woods Plan and the 
American Loan Agreement never evoked any noteworthy response, and that 
his pamphlet was practically the first blow struck in their defence. He says he 
knows of no material in support of his point of view—apart from Lord Keynes's 
speech in the House of Lords in December last—-and challenges me to quote 
any material I may know. I should have thought that he himself would have 
been able to compile an impressive list. I presume, for instance, that he is not 
unaware of an article in The Daily Telegraph of December 10, 1945, under the 
name of one Roy Harrod, vigorously defending the Loan Agreement. Nor is 
he likely to be unaware of Lord Keynes’s various contributions to the subject, 
apart from his December speech. 

if Mr. Harrod went through the files of THE BANKER, he would find there 
some very spirited criticisms of my attacks on Bretton Woods and the American 
Loan—notably the editorial comment on the article Js it the Gold Standard ? 


a od 








in the ¢ 
subseqt 
The 
Times 
August 
Bretton 
standar 
during 
their op 
should 
it was f 
Mr. 
altogetl 
would I 
long as 
but to |} 
it with 
of stren 
discour: 
the are 


T mz 
Jenem 


i. 
apporti 
would } 
tries. | 
the met 

2. Bi 
no impc 
been to 
many C 
supposi: 
the abs 
scheme. 
such a1 
disequil 
gold sta 
of respo 
situatio 
The Sci 
Einzig | 
creative 
Dr. Wh 
a 


~w) 











DEBATE ON BRETTON WOODS 31 





in the October, 1944, issue and the editorial rejoinders to my answers in three 
subsequent issues. 

There have also been many articles by Mr. Norman Crump in the Sunday 
Times and by Mr. Oscar Hobson in the Spectator and the News-Chronicle. On 
August 15, 1944, Mr. Hobson attacked me Vigorously for having suggested that 
Bretton Woods amounted to a return to a particularly rigid form of the gold 
standard, and virtually called my intellectual honesty in question. . Again, 
during the debates in both Houses of Parliament, many supporters criticized 
their opponents very sharply. Instances could be multiplie d, but this selection 
should suffice to show that there has been a Battle of Bretton Woods, and that 
it was fought with much bitterness. 

Mr. Harrod believes that the fact that I have hit back shows that I am not 
altogether down. But such hard kicks as he administered in his pamphlet 
would naturally bring the defeated opponents to their feet, to fight back so 
long as there is any life in them. His declared aim is not to kick his opponents 
but to kill their ideas. But, by grossly overstating his case, and by supporting 
it with argume nts of untenable inc tual foundation he has weakened it instead 
of strengthening it. And by the aggressive tone of his attack on defeated and 
discouraged opponents, he has goaded at least one of them to return to 


the arena. 


I].— Further Rejoinder to Mr. Einzig 
By R. F. Harrod 


T may be well to take Mr. Einzig’s points in the order in which he sets 
Jem out. 

1. I did not intend to suggest that it was the business of the Fund to 
apportion a scarce currency among the citizens of a member country. It 
would presumably confine itself to apportioning it among the member coun- 
tries. I cannot detect any point at issue between us here. The question of 
the member’s own holding of such a currency I deal with in 3 below. 

Next comes an argument that the Scarce Currency Clause would make 
no important difference and is “‘ worthless.’”” (How wrong all our experts have 
been to regard it as the linch pin, how unnecessary the ardent desire of so 
many Congressmen to delete it !). The question is—what system is Mr. Einzig 
supposing, when he argues that all would proceed in much the same manner in 
the absence of this Clause ? The Clause is an integral part of this particular 
scheme. The object of the scheme is to re-establish a multilateral system in 
such a manner that the responsibility {or securing an adjustment, when there is 
disequilibrium, is divided equally between credit and debit nations. Under the 
gold standard only the debit countries were e xpose -d to sanctions. This division 
of responsibility reduces the chance that debit nations will be confronted with a 
situation in which they either have to deflate or impose import restrictions 
The Scarce Currency Clause secures this division. I am not aware that Mr. 
Einzig has proposed any plan that would secure a similar result. Genuinely 
creative ideas in currency matters are extremely rare, and I am confident that 
Dr. W hite will be illustrious in economic annals for having invented this one. 

In the course of the argument that follows, Mr. Einzig passes from a 
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consideration of the normal working of the scheme to problems of the transition. 
I suggest that it is necessary to distinguish these topics shz rply, and I shall first 
address myself to the bearing of his argument on the normal working. 

No nation will be under any compulsion to hold any of its central reserve in 
the form of currencies of other nations. If it does not do so, all its claims, 
whether its right to purchase from the Fund or its own reserve, will be freely 
convertible into dollars. Therefore it will be in no way penalized by not having 
had the right to discriminate against the v nited States in its purchases with a 
view to “ husbanding its dollar resources.”” Wherever it bought from, it would 
equally be using up its external claims and thereby its claims upon dollars. 
Indeed, through hav ing discriminated against the United States, it would have 
actually reduced its claim upon dollars ; to discriminate against means to buy 
the same article at a higher price from an alternative supplier. The payment of 
such a price would be an extra drain on its holding of external claims and 
thereby on its right to dollars. 

If, on the other hand, it does hold other currencies in its own reserve, these 
are still convertible into dollars in accordance with Article VIII, Section 4, 
so that, again, it will not be damnified by not having been allowed to husband 
its dollars. Mr. Einzig then makes the point that it may be holding zlotys and 
pt at a time when Poland and Greece have exhausted their quotas in 

1e Fund, so that these currencies are no longer freely convertible. Well, that 
is 5 just too bad. Having quite unnecessarily and entirely voluntarily chosen to 
hold these dud currencies (as Mr. Einzig, by way of example, supposes them to 
be), as part of our central reserve, we find that we are stuck with them. This, 
forsooth, is the sole count on which Mr. Einzig claims that the scheme fails to 
achieve multilateralism. 

And what is Mr. Einzig’s plan? Presumably that we should fend off the 
evil in advance by discriminating against the U nited States and buying certain 
supplies, which we should normally purchase from the United States, from 
Poland and Greece at a higher price—thereby husbanding dollars. All this, 
when we could fend off the evil equally well and at no cost to ourselves by 
simply turning the zlotys and drachmas into the Fund in the ordinary way in 
the course of the transactions which gave rise to them. 

On these grounds I must affirm Mr. Einzig’s central argument in this, as in 
his previous, article, that we shall be damnified by not being allowed to dis- 
criminate against the United States in order to husband dollar resources, to 
be completely vacuous. An incidental effect of the scarce currency clause is 
that it relieves us of any headache as to whether the Americans will be willing 
to take repayments of the Loan in goods ; if we can sell goods of the required 

value in any part of the globe, we shall have fulfilled our obligation in full. 

The only other possible point that I can read into Mr. Einzig’ s text is that 
he thinks we ought to be allowed to husband our dollars when the dollar is 
not scarce, in order to build a reserve of dollars wherewith to steal a march on 
others and be able to buy American goods when the dollar is scarce. Such 
conduct would clearly be unneighbourly and its advantage even to us would be 
very doubtful. If certain supplies from the United States are vital to us, that 
would be taken account of under Bretton W oods if the dollar became “ scarce,” 
in the apportioning of the available supply “‘ with due regard to the relative 
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4. Coming to the transition, Mr. Einzig complains that we should not be 
allowed to discriminate against certain suppliers in order to use the ‘“‘ ample 
supplies of francs and other inconvertible currencies ” we have at our disposal, 
while we are “ very short of convertible currencies.”” Mr. Einzig seems to have 
forgotten about the American Loan. But waiving consideration of that not 
unimportant feature of the situation, we must remember that the countries 
whose currencies we hold may have opinions about this. The French might 
feel that this is an unfortunate moment for them to use their exporting capacity 
not to buy much needed imports, but to pay off old debts. Furthermore we 
have to consider our own position. If we seek to establish the principle that 
countries in their importing programmes should, as a general rule, discriminate 
in favour of countries whose inconvertible currencies they hold, what of the 

3-4,000 million inconvertible sterling ? All our exporting capacity would be 
used for many a long year not for buying imports but for paying off old debts. 
Mr. Einzig had better withdraw this general suggestion in all haste. 

As a general suggestion, as an alternativ e to the Bretton Woods scheme, he 
should withdraw it. In the case of this hard-pressed country, however, with its 
“ample supply of francs, etc.,’’ Mr. Einzig’s point is met in 9 (a) of the Financial 
Agreement between the governments of the United States and the United 
Kingdom of December, 1945. We are allowed to use these francs, even if this 
does involve discrimination. 

5. Why do I claim that bilateralism in essence involves using tough and 
bullying methods ? Under multilateralism we buy in the cheapest and sell in 
the dearest markets. If this proposition smacks a little of obsolete Jaissez 


faire, 1 may remind Mr. Einzig that freedom to deal is to be regulated in various 


general ways in the Bretton Woods plans themselves and in other plans 
suggested in the Proposals on Trade and Employment. There is room in this 
framework for the application of newly coined remedies for the trade cycle, 
etc. These proposals are all conceived in terms of the most modern economics, 
not in those of the nineteenth century. But the idea of multilateralism, which 
is in no wise inconsistent with modern economics, is to get the most advan- 
tageous international division of labour. 

Advocates of bilateralism presumably hope to do better still. They seek, 
for instance, to use the leverage of our large market for imports in order to 
strike favourable bargains. This must mean—otherwise the whole scheme is 
nonsensical—that they hope to obtain a market for certain British exports that 
would not secure a buyer in open competition. This means bringing to bear 
considerations that are extraneous to the commercial merits of the exporting 
transaction. Multilateral trade is an agglomeration of transactions each of 
which considered in itself satisfies the needs of both buyer and seller. If at 
any time there is disequilibrium in the total balance, then tne Bretton Woods 
plan envisages applying certain general remedies without favour. After the 
application of these remedie s, each transaction will continue to be justified on 
its own merits. 

Under bilateralism, a number of transactions will be taken together and 
their terms haggled over by governments or other central agencies. Of course 
it would be possible for us to sit back, to be very chivalrous and always give the 
benefit of the doubt to the other party. That, presumably, is not the intention 
of the bilateralists, since they express the idea that this country should gain 
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something from their proposals. And in our present plight we really cannot 
afford to be so chivalrous. 

No; the intention is somehow to mobilize our total bargaining strength, as 
importer, as a power with widespread investments and trading connexions, even 
as a power of some political importance in the world, in order to secure global 
bargains, containing a number of individual items which on their own merits 
would be unacceptable to the other party. This is why in its essence this 
method is tough and bullying and inimical to the development of good neigh- 
bourly relations and of a more united and peaceable commercial outlook among 
the nations. 

Some might urge that our plight is so desperate that we must adopt the role 
of bully, reluctant though we may be. In my judgment this programme is 
unacceptable for many reasons. But apart from them, it rests on an altogether 
false estimate of our power to carry it through to a successful conclusion. We 
should soon find that the pressure we could exert was small and diminishing. 

6. The remainder of Mr. Einzig’s reply is concerned with the question 
whether A Page of British Folly was really necessary. This had, perhaps, better 
be left to the judgment of the reader. 


Banking in a Prisoner of War Camp 
By F. A. Judd 


UCH interest was aroused recently by an article in Economica describing 
Mite marketing and currency arrangements that came into being in 

prisoner of war camps. It is, perhaps, not generally realized that, in 
addition, many camps also developed some form of primitive banking organiza- 
tion. Indeed, it can be said that such banking systems contributed in no small 
way to the well-being and successful administration of these camps. 

In Italy a prisoner had to pay for messing and quarters, and any surplus 
he had could be spent at the canteen, which supplied luxuries such as matches, 
cigarettes, tobacco, pipes, tooth-paste, tooth-brushes. It soon became 
imperative that official internal arrangements should be made for financing the 
mess and canteen and keeping the accounts of individual officers, as frequently 
the Italians presented bills for immediate payment. Often they were debts 
which had been incurred by prisoners when they were at other camps, and a 
demand sent on to their new camp at a time when the individuals were without 
money. Soa bank was established. 

The official rate of exchange w as 72 lire to the {1 and a 2nd lieutenant was 
paid 750 lire a month. With me ssing and qui rters costing 720 lire a month, 
very little was left with which to buy tooth-paste, tooth-brestes, cigarettes and 
other luxuries. In the early stages of the war Italy had not introduced 
rationing on a strict scale; and, for a short time, watches and clocks—at 
reasonable prices—easy chairs, silk shirts, Dunhill pipes, chocolate, iced cakes, 
fruit and wine were all plentiful, and prisoners were allowed to buy them. Face 
to face with these temptations, it was not surprising that junior officers were 
soon applying to the bank for overdrafts. However, the Senior British Officer 
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ruled that no overdrafts would be granted, and the only way in which the bank 
could help was by a series of introductions of borrowers and lenders (the 
latter being the senior officers, padres and doctors), loans being covered by a 
request to a bank at home to transfer the sterling equivalent of the loan. 

Perhaps the best example of a prisoner of war bank was that at an old 
monastery, Reggio di Silencio, Padula, Southern Italy. This was run originally 
by a wealthy brewer and an officer in the Rifle Brigade. As neither had any 
previous experience of banking, the accounts and books generally soon became 
most involved and cash differences were a perpetual difficulty. The camp 
auditors reported to the Senior British Officer that it was not possible to audit 
the accounts. He accordingly introduced a new management, whereupon the 
bank was closed for ten days, during which time an effort was made to balance 
the accounts and agree them with the cash. The difference was written off to 
a suspense account, opened with the auditors’ permission, and after the auditors 
had examined the books the bank was ready for opening. It was decided to keep 
to definite banking hours—1o a.m. to I p.m. three mornings a week—to keep a 
cash book, day book and ledger trials book, to balance all accounts monthly and 
to have a monthly audit. 

Originally, for the purpose of buying stock for the canteen, a levy of up to 
100 lire per officer had been made on all members of the camp; ana it was 
intended that the canteen account should be kept in credit. But it was later 
argued that, in the public interest, purchases of goods should be made whenever 
they were obtainable ; hence the account was allowed to go into debit and the 
overdraft and the subsidy were covered by stock. This was the thin end of the 
wedge, and prisoners hard up for cash began to press for the refund of the levy. 
After a lot of persuasion the Finance Committee decided to repay the levy and 
to use bank deposits to finance the canteen. It was apparent that the Com- 
mittee took a highly conservative view of the appropriate cash ratio. As the 
canteen was run on a non-profit basis, and the overdraft could not be repaid 
out of profits, their view was justified to the extent that the war might end any 
day and the canteen stock have to be sold at break-up prices. 

All individual officers’ accounts were kept in two ledgers, each account 
having a number, as do all things in the army, and another ledger contained 
the impersonal accounts, e.g., canteen, mess, batmen’s wages, music club. 
Every month the Italians paid over to the Camp Finance Officer a lump sum 
in camp notes as officers’ pay for that month, and when messing costs began to 
decline these small notes remained and accumulated rapidly in the bank’s tin 
cash box. As the auditors were expected to check every note, the Finance 
Committee were approached again to permit the acceptance of a draft for the 
monthly pay, drawn on the Italian authorities, which could be cashed at any 
time. This procedure was adopted, as it was unlikely that cash would be 
required in a hurry, the majority of prisoners, except the gambling fraternity, 
holding very little in cash. 

The Senior British Officer then decided to build up two reserves, the first 
as a fund to be used in the winter when food would be more expensive and the 
cost of messing would rise, and the second to be used to meet any claims for 
barrack damages, which the Italians made every time they discovered a tunnel. 
For these funds monthly payments were debited to all accounts by the bank. 
To safeguard the individual and the bank against mistakes, all members of the 
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camp were asked to call at the bank during the first week of each month and 
agree their pay and deductions, and once the new system was established 
it worked very smoothly and the monthly balance was generally without 
incident. 

This system continued throughout our stay in Italy, and when the armistice 
was signed in September, 1943, the bank was able to supply to every customer 
a statement with the balance of his account. This statement was signed by the 
management, an auditor and the Senior British Officer, and, when produced 
to the War Office on our arrival in England, was accepted by them without 
question and the balance refunded at the original rate of exchange. In addition, 
one conscientious officer carried the books all the way to Germany and finally 
home to England. 

In a large camp it was inevitable that there would be those with large 
balances and others who were always hard up and spent their lire almost 
before they received them. One or two individuals began to lend money and 
a small cheque system came into being, generally for the purpose of transferring 
gambling debts or loans from one account to another. This led to another idea. 
A feature common to all prisoner of war camps was the existence of a flourishing 
exchange and mart, prices being expressed as a rule in cigarettes, though 
occasionally in lire, and there was a good market for all types of food and odd 
things like tooth-paste and boot polish received by us from home. It was 
therefore suggested by a group of officers that a profit-earning bank should 
be established, which would grant loans at low rates of interest, the loans to 
be covered by the deposit of “commodities with a ready sale at the exchange 
and mart. English cigarettes would, of course, have been first-class security 
and would always sell either for camp currency or sterling; in fact, they 
eventually reached a price of {100 for 100, and then only sterling drafts on 
English banks or valuables were accepted in payment. But this idea of a 
profit-earning, lending bank would never have been sanctioned by the Senior 
British Officer, if only because any prisoner who had securities which would 
have been acceptable to the bank could realize them without difficulty and 
obtain the cash without paying interest. 

From what I saw, the camp bank in Brunswick appeared to be conducted 
on much the same lines as our bank in Italy, one difference being the substitu- 
tion of a card index system for the ledger system. Once again, before our 
return to England, each customer was provided witn a certificate of his balance 
—indeed, with a full statement of account since arrival in Germany—and the 
British Government credited the accounts with the sterling equivalent on our 
arrival home. In addition, certain foreign currencies which had been con- 
fiscated were returned. 

To make sure that theory was available as well as practice, in the camp in 
Germany there was a branch of the Institute of Bankers, with Major H. J. 
Witheridge, M.C., R.A., an experienced banker, as chairman. Lectures were 
held and classes organized for the Institute examinations, which were held on 
two occasions in gloomy cellars without any form of heating, and in freezing 
cold, to the accompaniment of the R.A.F. and Americans bombing targets in the 


immediate neighbourhood. 
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Life Assurance after the War 
By Leo T. Little 


N life assurance, as in many other things, there is at present a sellers’ market. 
Ja whole generation is returning from the wars. It is the generation to whom 

life assurance makes the most obvious appeal, for it consists largely of men 
with newly-acquired family responsibilities. Most of them have a fair fund 
of resources at their command and no fear of unemployment, at least in the 
near future. Outlets for their spending capacity are very restricted in the 
present phase of the shortage of consumable goods. So they are buying life 
policies both for family protection and as investments ; they are buying them 
in large numbers. Meanwhile, the sellers, the life offices, are rapidly restoring 
their organizations, which were sadly depleted by the war. Virtually all 
the selling staff of the ordinary branch had disappeared from the offices 
by 1943; now they are returning fast. The replenished man-power is finding 
little difficulty in rebuilding the portfolios of the offices and its existence will 
help to maintain the volume of business when the present very favourable 
phase has passed. 

Even in 1945 the total of new business was not much below the all-time 
record figure of 1938. It is true that last year’s total was expressed in terms 
of depreciated pounds. But the fall in the value of money to a considerable 
extent produces a compensating increase in the money value of business 
coming forward. At least some people increase their life assurances on a rise 
in the general price level—not necessarily because they seek to maintain the 
real value of the protection their policies afford them, but often simply 
because their money incomes rise. It may well be the case that new business 
in 1946 is substantially larger than in 1938 in money terms and perhaps not 
much smaller when correction is made for the value of money. 

Not all the factors mentioned as producing the enlargement of new business 
are transitory. Moreover, the re-distribution of incomes resulting from the 
war years brings many hundreds of thousands of wage-earners into the range 
of ordinary life assurance who previously held at the most two or three industrial 
policies of less than {20 each. While there is a general expectation among 
many insurance men that 1947 may bring rather lower figures for new business, 
this long-term shift in income groups is a consideration to which they do not 
appear to have given sufficient weight. 

Life assurance, then, has shared in the general benefits of a sellers’ market 
which other industries enjoy. Indeed it has profited more from these con- 
ditions than most other industries, by virtue of the lack of any real bottleneck 
in the supply of assurance cover, an advantage flowing from the fact that 
assurance uses no raw material and employs a relatively small labour force. 
It has also shared with other industries in the movement towards higher 
selling prices, though it may fairly claim that the increase in premium rates 
since before the war is no more than is justified by the circumstances. Indeed, 
a failure to express in higher premium rates on new policies, and in lower 
bonuses on existing participating policies, the underlying changes in the 
basic factors in life assurance computations would be distinctly to the dis- 
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advantage of all existing policy-holders whose security and prospect of bonuses 
would thereby be adversely affected. 

Of these basic factors the most important is the rate of interest to be earned 
on newly-invested funds. The assurance office must take pains to see that 
each new policy carries premiums based upon a rate of interest, the “‘ assumed ” 
rate, not in excess of that which it is expected will be earned upon those 
premiums as they accrue during the term of the policy, normally a long period 
of twenty, thirty or more years. This consideration has brought the assumed 
net rate, that is, the rate after taxation, down to 2} per cent. per annum in 
many offices and down to 2 per cent. in some. With the rate on twenty years’ 
gilt-edged securities at 2.65 per cent. gross and with income tax payable by the 
life offices at 7s. 6d. in the f, it is clear ' that the net earnings on new investments 
are in fact well below the lower of the two assumed rates. It is only because 
of an expectation—perhaps the word should be “ hope ’’—that over the 
longer period covered by new contracts the earned rate will move upwards, 
that actuaries have stopped at 2 per cent. in the downward progression of 
assumed rates. Whether 2 per cent. is at the bottom of the progression depends 
upon long-term probabilities which it is not intended to discuss in this article. 
But expectations of those probabilities will be considerably influenced by 
Ngoc in the near future, for even with actuaries, as with ordinary men, 
the short period, being here, has an exaggerated psychological influence upon 
expectations of the long period, which is not yet here. As was well said by 
the late Lord Keynes :* 

“It is reasonable . . . to be guided to a considerable degree by the facts 
about which we feel somewhat confident, even though they may be less 
decisively relevant to the issue than other facts about which our knowledge is 

vague and scanty. For this reason the facts of the existing situation enter, 
in a sense disproportionate ly, into the formation of our long-term expectations ; 
our usual practice being to take the existing situation and to project it into 
the future, modified only to the extent that we have more or less definite 
reasons for expecting a change.” 

What is likely to happen to the net earned rate in the near future ? Clearly 
life offices must heed the Chancellor’s frequent avowals of his determination 
to pursue the cheap money policy even further. Only if he were without 
effective physical and financial Controls would it be wise for them to discount 
his expressed intentions. And he has effective Controls in plenty. So far 
as the outlook for Government loans in the short and medium term is con- 
cerned, the life offices must clearly be cautious and cannot assume any early 
increase in gross income-earning power on new investments. Nor does it 


appear likely that the position will be eased by any saving on income tax | 


payable by the offices. They pay tax at the special rate of 7s. 6d. in the { 
and failing a further concession to them, the standard rate would have to fall 
from its present level by more than Is. 6d. in the £ before they would obtain 
any benefit. Experience so far does not indicate that any concessionary 
treatment is likely to be meted out to them and such a substantial fall in the 
standard rate is surely distant. 

In these circumstances it is inevitable that the offices should seek outlets 
for their funds outside the gilt-edged markets. They have been released from 


* General Theory of Employment, Interest and Money, page 148. 
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the war-time undertaking to place in official stock every increase in their 
accumulated funds—a voluntary restriction on their earning abilities for which 
they deserve recognition. But with some exceptions the possible outlets in 
other directions are nevertheless few and not wholly attractive. In general, 
the spread between the rate earned on industrial securities and that on gilt- 
edged is insufficient to attract any large movement into the industrial market. 
One of the exceptions to the general rule of lack of alternatives to gilt-edged 
may possibly be found in the field of mortgages. The building societies have 
discovered that there is a considerable demand for funds by mortgagors, 
which is the more remarkable since the building of new houses has hardly 
begun. Even here, however, there are difficulties. The building societies 
tend to regard the provision of mortgages as their specialist province and 
take a poor view of life assurance offices’ activities in this field. And the 
building societies are far from being in a weak competitive position. Before 
now they have thought about the possibility of underwriting fire insurance 
business themselves on the hundreds of thousands of dwellings on which they 
grant mortgages—and possibly on other risks, too. This is an unwelcome 
possibility for all those offices which are part of composite companies with 
large fire insurance interests. 

Despite the lack of opportunities outside the gilt-edged market—or perhaps 
because of it—the offices would naturally be reluctant to subscribe to a resusci- 
tation of the war-time agreement to place the growth in their funds unreservedly 
in official stock. An approach to this end by a Government anxious to employ 
every means to reinforce the cheap money policy is a priori a distinct possibility, 
but it is equally evident that most life offices would be unwilling to sacrifice 
what limited advantages there might be in a more “ active’”’ investment 
procedure. 

What of the other main factors in the life assurance equation—mortality 
rates and expenses? One of the most outstanding features of the offices’ 
war-time experience was that mortality through war-deaths proper not only 
failed to produce any untoward consequences in the financial results but was 
borne with comparative ease. This was partly because the mortality rates 
assumed by the offices allow in any case a margin for safety and partly 
because deaths among civilians through normal causes were extraordinarily 
light. The favourable mortality continues. Though actuaries do not ignore 
the possibility of increased claims due to delayed war strain and though in 
the background of their consciousness there are recollections of the epidemics 
which followed World War I, so far an assumption that the favourable war- 
time experience will continue in the near future appears justified. 

Expenses, as in every business, are higher than pre-war. The level of 
salaries has risen very substantially and may well go still higher. The effect of 
first-year commissions on expense ratios will be noticed this year, since new 
business figures are likely to be so high, but this part of the increase in out- 
goings is directly remunerative. 

From what has been said it will be clear that the fall in interest rates forms 
the main problem confronting the offices, but that it is not a problem before 
which they stand completely powerless. Premiums on new policies can be 
raised. Profit bonuses on participating policies can legitimately be expected 
to bear a part of the burden. Perhaps the problem is best seen in its true 
perspective when it is noted that since the beginning of the war a large 
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number of offices have announced profit bonuses of fair size when many t 
people would have expected them to be entirely passed. True, the bonuses— 
were at a lower level than pre-war, but that they were declared at allisa® | 
notable testimony to the strength of the offices. Be ¢ 
Certainly, the importance of the fall in interest rates is sometimes | t 
exaggerated. The offices still hold extremely large blocks of investments pur-F sg 
chased in days when interest rates were anything up to twice what they are ir 
now. The redemption of these investments is a very slow process, for the bulk Ft, 
of them were of a long-term character ; in consequence, re-conversion into new fi 
holdings is similarly slow and the effect of the present low interest rates is in 
thus dampened down. Meanwhile, the balance sheet position shows very rf 
great strength, for as interest rates decline there is an appreciation not only? ty 
in newly-purchased investments but also in the great majority of holding. § wy 
It follows that if an office has reached a stage in its development where there a 


is a net disposal of investments, there will be a gain on realization which can 
either be used to meet current outgoings or can be put to reserve. Such a 
stage has not been reached in the majority of cases, for it implies that there is 
no current increase in the fund, that is, that premium income lus interest no 
longer exceeds claims and expenses, or in other words that the volume of | 
business on the books is no longer on the up-grade. Most offices are now 
transacting enough new business, and have transacted sufficient in recent 
years, for the accumulated fund to be still increasing. But there were one or F 
two cases during the war where it declined. The point of the argument is 
that once the outgoings of a life office begin to exceed its income, the invest- F 
ments which have been built up in the past against that very situation will f 
begin to be realized and if they show net appreciation there will be a gain. 
Thus a more or less continuous fall in the value of money—provided that 
there is no runaway inflation—is bound, other things being equal, to accrue § 
to the advantage of a life office, which is evident from the fact that in these 
conditions the office is continuously receiving, at a time when the value of 
money is relatively high, payments against a liability to be met in the future 
when the value of money is lower. (The rate of interest is included in “ other 
things ’’ and in a complete analysis must clearly be brought into account.) 
The argument is especially important when it is remembered that it is in the § 
offices’ power to determine, within limits, when there shall be no further § 
increase in the life fund, as this depends upon the rate at which new business 
is accepted. Experience of “‘ closed’. funds has demonstrated that most of F 
them have yielded the offices handsome returns and, even more emphatically, § 
that the participating policy-holders have obtained large bonuses. The long- © 
term movement of the value of money has in fact been downward. F 
No review of life assurance purporting to cover the recent past and the 
near future would be complete unless reference were made to the National 
Insurance Bill. So far as ordinary assurance is concerned (with which this 
article has mainly dealt) the Bill has probably slowed down the expansion of 
group and pension business, since many new pension schemes are being deferred 
until the effect of the Bill becomes clearer. Thus the proportion of this type 
of cover included in the published new business figures is no doubt smaller 
than it would have been if the National Insurance scheme had not been for- 
mulated ; since pension business carries premiums relatively less important 
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than most other types of life policies, the present large new business figures 
are to that extent even more significant than they appear on the surface. 
Industrial life assurance is far more vitally affected by the new Bill. The 
Government’s determination not to use the approved societies as agents in 
the administration of the scheme means that many offices with a friendly 
society attached will incur an increased expense ratio by reason of their 
inability to reduce overheads and agents’ remuneration to an extent sufficient 
to offset the disappearance of that side of their business. They will therefore 
find the growing and general insistence on a decline in the expense of running 
industrial assurance more difficult to satisfy. How the State cover for 
funeral expenses provided under the Bill will affect the volume of business 
transacted by the offices is not yet apparent, but there are those in the offices 
who expect that, rather than decreasing the demand for policies, it will create 
a stimulus for more assurance. Existing policies are obviously unaffected by 
the new scheme. The whole position in regard to new “ life-of-another ” 
policies, as commonly transacted by the industrial offices, is, however, subject 
to review. The Minister of National Insurance has announced that discussions 
are now in progress on the future of industrial life assurance and that he expects 
to bring forward legislation on the subject which will be on the Statute Book 
before the Bill operates. In these circumstances, the outlook for industrial 
assurance is naturally uncertain. 


Fire Insurance and Rising Prices 
By a Special Correspondent 


F the real value of insurance cover is to be maintained, the need for 
Fincreasing sums insured in terms of money is more evident in fire insurance 

than in the other branches. And during the last few years there has, in fact, 
been a pronounced growth in the totals of existing policies in this country, 
which has carried with it an expansion pari passu in premium income. The 
growth is still continuing. There has not, nevertheless, been an increase in 
sums insured sufficient to offset the full decline in the value of money, and 
much remains to be done in educating the business and other insuring public 
on this important issue. It may be questioned whether everything possible 
has yet been attempted by the companies to this end. 

While premium income in the United Kingdom has been expanding, claims 
also have reflected the general increase in prices and, to judge from the 
published results of the companies for 1945 and from estimates of fire wastage 
this year, the real incidence of fire losses, after adjusting for the monetary 
factor, has increased. There may have been significant results from the 
recent campaign of the Fire Offices’ Committee directed towards reducing the 
toll of fires, for who can say whether, in the absence of the campaign, fire 
losses would have been even more numerous and costly than they have been ? 
But the fact remains that the claims ratio, which automatically corrects for the 
value of money, since this factor inflates both premiums and claims to approxi- 
mately the same degree, was generally higher in 1945 and will probably be no 
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lower this year. The expense ratios of most companies have also moved § . 
upwards, reflecting increases in salaries and other items of cost. Yet, despite F 
these tendencies, there were transfers to profit and loss account in 1945 in the | " | 
case of most companies and the home business was usually responsible for a j sp 
part of the surplus. The majority of companies may well earn profits, though k ye 
not of large dimensions, in the home fire department this year. : 

In the foreign field, from which flows approximately one-half of the fire 
premiums, the experience in the United States, even more than before the war, § 
dominates the outcome. For the most part, the companies did not have a 
successful year there in 1945 and the adverse conditions have carried over into 
1946 ; in some respects they have worsened. As in this country, the money F 
value of business underwritten is increasing, but the absence on a wide rang 
of policies of any “ co-insurance’’ clause, like the corresponding absence 
here of the roughly equivalent average clause—both clauses put part of a los 
on the insured if his total cover is inadequate—has militated against a sufficient §) pon, 
expansion of sums insured measured in dollars. There is also, as part of thf) pun 
war’s aftermath, a vast volume of unsatisfactory and badly-rated risks which) fy 
even skilful management cannot always avoid. Fire losses have mounted §) off, 
fast and are mounting still. But these various features of the American scene § (anc 
do not unduly perturb the hardened insurance man and should not have any§ api}; 
long-lasting effects on the companies’ results. The essence of fire insurance is §) 
that it provides both a geographical and a temporal spread of losses. It is 
therefore to be expected that in some years and in some parts of the worl ff 
experience should be adverse. Against the present unsatisfactory under 
writing results in the United States . are to be set the several more favourabk 
years experienced there during the war. 

The major question really is: How long will it be before the present phas ff 
passes ? It must be emphasized that there is at least one perplexing and 
disturbing factor in the medium-term situation. The Supreme Court’s ruling § 
that insurance is inter-State commerce makes the business subject to Federd — 









anti-trust legislation. This decision imperils the whole of the rating structur®) j_, 
of the individual States, which, since it normally provides for fixed premium a 
rates, will be deemed offensive to the anti-Trust Acts. There has been passei L 
the so-called Public Law No. 15, which in effect declares a moratorium in thf heed 
respect until January 1, 1948, but what is to be the rating system after thi) 4, 
date is at present an unknown factor. In the meantime, there is little possibility setine 
of adjusting rates upwards, even where fairly long-term statistical experient™ g;., 
demands that this should be done. place 

Under the force of competition there has been in the United States a far to4,. 





reaching movement to widen fire insurance policies into something resembling) it on) 
the ‘‘ comprehensive ’’ cover at home, but the consequences have so far bet you, 
less satisfactory than here. This is largely because the windstorm risk whic disap, 
is included in these widened “ coverages ” is an important risk in the Unite) gq) 1, 
States and should be carefully underwritten—a process which is hardin, 
compatible with the widespread extension of policies that has taken place. the of 

In some other sections of the foreign fire departments, present experient Repai 
and immediate prospects are considerably brighter. The British Dominiony persor 
as a whole, remain a source of profitable business, though Canada tends ti ~ 7), 
follow experience in the United States. Many countries of South Ament ys... 
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provide substantial earnings. The resurrection of the British companies’ 
business in Europe proceeds, but national insurers in many cases gained at their 
expense during the war and the handicap is a heavy one to overcome. There 
is also an inheritance of administrative problems, including the settlement of 
claims incurred during the war on policies kept in force by local agents, some- 
times without payment of premiums. In the Far East there has been some 
sorting out of the general chaos, but disorganization is still widespread. 

An untoward event during June was the passing of a decree in Argentina 
severely restricting the transaction of fire insurance by British companies. 
This decree inter alia follows the familiar pattern of compulsory reinsurance 
with a State office—a feature of recent French legislation and of discussions 
in Spain, Greece, and even in South Africa. It is to be hoped that the official 
British trade and currency mission that is visiting Argentina will attempt to 
secure—and will be successful in securing—a modification of the decree to the 
benefit of the British balance of payments, as well as to the British companies, 
numbering nearly thirty, that have been established there for many years. 
Events such as this recent decree provide a test whether the newly-gained 
official appreciation of the value of the invisible exports represented by fire 
(and accident) insurance abroad, is matched by official determination and 
ability to preserve this lucrative foreign exchange earning-power. 


Accident Insurance in Transition 
By a Special Correspondent 


HE most outstanding feature in the accident branch of the business since 

the end of hostilities has been the rapid revival of activity in motor 

insurance, limited only by the rate of production of new vehicles for the 
home market and by the continuation of petrol rationing. The next most 
important development is the impending cessation of the major part of the 
workmen’s compensation business transacted commercially. 

Let us consider the two phenomena in turn. The influx of motor business 
has brought with it a rise in premium income of large dimensions, but there are 
two factors, apart from the inelastic supply and use of cars referred to, which 
seriously limit the growth in premium income. In the first place, the war 
discount of 20 per cent. on premiums has continued to date. In the second 
place, motor insurance reflects more imperfectly than fire insurance the 
tendency noted in the preceding review, for a rise in money values to carry with 
it enlarged premiums. The future of the war discount is now doubtful—it 
would be reasonable to expect it to be reduced in the near future or possibly to 
disappear entirely, since its vatson d’etve has gone and motor insurance results 
do not justify its being maintained. On the question of money values, pre- 
miums on motors are mainly regulated by horse-power, not values, but, on 
the other hand, many of the items of claims do vary directly with prices. 
Repairs come clearly in this class and, rather less obviously, third party and 
personal injury claim settlements move in sympathy with general prices. 

The re-commencement of private car driving on a large scale after the war 
ushered in a period, not. yet concluded, during which both reduced road- 








44 THE BANKER f 








worthiness of cars and inexperienced driving have increased the number of © accid: 
accidents and have caused most companies to suffer from expanded ratios of 7 of the 
claims to premiums. This may legitimately be regarded as a transition period 7 In 
in the process of post-war adjustment—part of the cost of the recovery of the been: 
very large motor portfolios which the companies previously enjoyed. A recent) and t 
valuable study by Professor J. H. Jones puts the probable cost of road accidents § which 
in the United Kingdom at {100 million per annum. If there were to be ful ® under 
insurance, the total of premiums on motor policies would have to be not ® better 





from all parts of the world and for all types of accident insurance were approxi § motot 
mately £70 million. It is clear, therefore, that there is scope for a greatly § stabil: 
increased volume of motor business at home. casual 
A development which is important more for its value to the public at larg § busin: 
than for its effects on insurers’ results is the creation by companies and § very | 
underwriters of a central fund out of which clairhs will be paid, subject to © actual 
certain conditions, when offending motorists are uninsured. This givesa® and g 
valuable additional safeguard to third parties and carries into effect recom- 
mendations of the Clauson and Cassel Committees. 
So far as concerns the second phenomenon noted earlier, the drastic decline b 
in workmen’s compensation insurance, consequential upon the State schem: 7 Ma 
for compensating against industrial injuries, it should be remembered that in : 
the case of the commercial companies this business produced only one-twelfth : 


greatly less than this figure, whereas in 1945 the companies’ total ope Motot 


of the world-wide accident premiums and that the rate of profit earned upon 
it was severely limited by agreement with the Government. Insurance against 
common law claims by workpeople will continue, but is unlikely to produce 
large premiums, and there will be some policies covering payments by & 


employers in excess of the official minima. The commercial companies cat § marin: 
accept the changed circumstances, if not with equanimity, at least without © all but 
great concern, but the story is quite different for the many mutual office © the m: 
for which workmen’s compensation insurance was the staple business—or even § were it 
the only business. Some of these offices have resolved to begin or to expand the F by the 
underwriting of other risks, particularly fire and miscellaneous accidents, and F to the 





the commercial companies have therefore to face increased competition from | priate 
a new source. Thus new legislation carries far-reaching repercussions and it F exami 
this particular instance its secondary effects may prove to be far more significant F been a 


than the primary consequences.- Competition of a rather more welcome kind Thi 
resulted from the cessation about a year ago of the standstill agreement, 7 1914 t 
under which the companies, in order to economize in man-power during the F volum 
war, refrained from transfers of business among themselves. Tisks it 

Burglaries have been notoriously prevalent in this country in the immediatt — to do 
post-war phase, and this further aspect of the difficult process of internd § busine: 
economic and social readjustment has cost the companies considerable sums © made + 
in claims on an account which is normally highly remunerative. Certaind § the St 
the rates for burglary insurance have been raised and the average clause has § hulls v 
been more widely used. But only the coming of more settled condition — of pren 





generally will really correct the present adverse tendency. > sense | 

Among the miscellaneous branches of accident business, public liability § underv 
and personal accident insurance both show a resilient premium income and, F attract 
in general, reasonably satisfactory results. The demand for cover against | maritir 
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accidents while flying as a passenger has increased in marked degree and many 
of the companies have decided to cover this risk without extra premivm. 

In the majority of countries in the foreign field accident insurance has 
been subject to the same favourable or unfavourable influences as fire insurance 
and these have been discussed in the preceding survey. In the United States, 
which again provides the major market, many companies failed to earn 
underwriting profits last year and this year’s results do not promise to be much 
better, though a recent stiffening of premium rates will help somewhat. 
Motor claims, as in this country, have bounded upwards with the expansion of 
motoring and it will probably be a fair time before conditions become 
stabilized. This is not to say, however, that dollars are not accruing on the 
casualty accounts of the companies. The legal reserves required on casualty 
business in the United States are stringently assessed and during the several 
very good underwriting years experienced during the war were in excess of 
actual requirements. A substantial part of these reserves is now being released 
and goes to swell the total dollar surpluses of the companies. 


Marine Insurance through Two Wars 
By Victor Dover 


O honest observer would contend that the story of the international 
N marine insurance market in the twenty-five years ending in 1939 is in 

any way a distinguished one, for after four years of unexampled prosperity 
marine insurers experienced such vicissitudes as almost to break the hearts of 
all but the most hardened. It is undeniable that the adversities from which 
the market suffered off and on from 1920, for a period of about fifteen years, 
were in large measure an aftermath of World War I. They were brought about 
by the sacrifice during the war years of established principles of underwriting 
to the craze for premium income and quick profits. The present is an appro- 
priate time to review the trend of market conditions in that period and to 
examine to what extent lessons learned in the hard school of experience have 
been applied during the past decade of economic and political upheaval. 

The factor which most disturbed the even flow of marine insurance from 
1914 to I919 was the incidence of war risks. Of these, a very considerable 
volume was undertaken by the ordinary market, for the system of State war 
risks insurance was voluntary, and most merchants and shipowners preferred 
to do their business with professional underwriters, even for those classes of 
business for which the State was a competitor. A reservation must here be 
made that the war risks insurance on British hulls was accepted mainly by 
the State through the Clubs, but, nevertheless, a very great number of foreign 
hulls was placed in the London, Liverpool and Glasgow markets. The rates 
of premium, on the whole, were so attractive that many underwriters lost their 
sense of proportion and—particularly for cargo business—were willing to 
underwrite the ordinary marine risks at nominal rates of premium in order to 
attract the war risks business. Actually, war conditions multiply ordinary 
maritime perils, but in World War I this tendency was almost ignored. In 
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fact, even worse happened. Brokers (it is assuming too much to place the sor 
responsibility on assured) soon realized that the market had thoroughly) 4 f, 
softened up in the matter of maritime perils and they took advantage of this! thr 
to obtain wider and wider cover, introducing, almost as standard, many) the 
extraneous perils which previous generations of underwriters would never have P mal 
accepted. Thus, when the boom conditions of war-time underwriting hai 
passed, the marine insurance market was faced with very low premiums fa 
the bread-and-butter purely marine business then on offer, with wider cove © 
in the majority of policies ; falling values in both hull and cargo insurance: 
and a heavy liability for deferred repairs. These factors operated together to 
cause a long period of depression from which at first any relief was of the mos ¥ 
temporary character. At the same time a few underwriters who had developed 
reinsurance into something more than an exact science were making substantia f 
profits, really at the expense of the remainder of the market. 
The general position was aggravated by the extension of the market, 
brought about chiefly by the desire of outside elements to participate in the 
benefits of war-time prosperity. A number of new companiés entered the 
market and the composite companies generally entered the field of marin 
insurance. When the volume of available business reached rock-bottom, the | 
market was far too large, and this stimulated competition for the busines 
that was on offer. The managements of the composite offices were naturally § 
disturbed when they found the lode-ore petering out, and, for the first tim > 
in the long and sometimes chequered history of insurance, marine underwriters 
found themselves subject to a greater measure of pressure from within tha f 
they could face with equanimity. The traditional autonomous position of the 7 
marine underwriter was challenged, but it is a tribute to the inherent soundnes | 
of marine underwriting that in the end the market was left more or less to 
find its own salvation. It was a long and weary road. Attempts were made, 
very determined ones, to restore stability by means of international agree 
ments, but these had very limited results. Tariffs in general made no apped 
to the ordinary marine underwriter. 
But gradually, in Great Britain at least, the market came more and mor 
to realize the benefits to be derived from corporate action. This was most 
clearly observed in the respect which was extended to the successive Joint 
Hull Agreements which, scrupulously observed by almost all underwriters—f 
Lloyd’s and companies’—put hull insurance on a sound footing. Carpi 
business also steadily improved, although this was not due as much to market § 
co-operation as to the efforts of individual insurers to rate risks on the bassf 
of ‘account’ experience and to réfuse to give the widest cover, except tof 
those assured who could be trusted not to regard marine insurance as a sourt/ 
of profit even more attractive than trading activities. By 1939, the state df 
the market was comparatively healthy. It had contracted sufficiently not to 
be noticeably overweight. In fact, for the largest hull values, it was inadequatt © 
to give complete cover, so that the assistance of the State had to be sought to 
obtain full protection for the two “‘ Queens.” 
The threat of war had for some years loomed large. The State had decidel E 
that war risks were too incalculable to be left to the ordinary market. Hull 
war risks were in general terms to be dealt with as during World War I, but 
most cargoes—except certain “‘ cross-voyages ’’—were to be covered compu! p 
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sorily by the Government Cargo War Risks Office. This meant that although 
a fair quantity of war risks would still be placed with marine underwriters 
through ordinary channels, the bulk of the business would not be shown in 
the market at all. (Here it should be mentioned that the best brains of the 
market were freely placea at the disposal of the Government—in most cases 
free of cost to the State—for the management of the State scheme.) Another 
consequence was that, even if the market had failed to absorb the lessons 
learned during World War I, it would still need to regard pure marine business 
as the principal source of its livelihood. 

But when the war came, it brought even greater disturbance to the market 
than did the earlier experience. The submarine campaign was launched at 
its deadliest from the moment war broke out. This led to a very. material 
reduction in the volume of hull business on offer. It was, moreover, a cumu- 
lative process, for even when new construction got fully under way the loss 
to the market was not compensated, since the Government—somewhat 
anomalously—decided not to insure in the market State-owned vessels against 
maritime perils. 

As far as cargo business was concerned, the disturbance was not so great, 
at least in the volume of insurance placed. The Government did take over 
the control of movements of foodstuffs and other essential commodities, but 
decided to place the insurance of these through normal channels by means of 
what were called ‘“‘ Food and Supply ” contracts. The conditions on which 
these contracts were placed were at no time unduly generous. In fact, they 
were at first extremely onerous on insurers, but on the whole the market was 
content with the treatment it received in respect of controlled cargo business. 
The position of the brokers was also safeguarded, for a small proportion of 
the premiums was allotted for distribution amongst them as compensation 
for loss of business. In the earlier years of World War II, the amount of 
“free” business on offer in the market was greatly diminished, but as the 
war advanced, and values mounted, premium incomes showed a very marked 
tendency to increase, but there are no analyzed figures available to show how 
these premiums increases were accumulated. 

Undoubtedly the major factor in bringing about the increase in marine 
insurance premiums and the remarkable prosperity which has accompanied 
it, was the adoption by the market of what is known as the “‘ C.M.S.”’ schedule. 
This dealt with ‘‘ combined marine surcharges’ in respect of the additional 
hazards associated with war conditions. The schedule, which has been very 
carefully respected, applied to “‘ combat areas,” which were from time to time 
defined by a responsible committee. The object of this arrangement was to 
ensure that underwriters received additional premiums commensurate with 
the increase of purely marine risks as a result of the war. These included the 
extinction of navigation lights, congestion at ports, the incidence of floating 
and submerged wreckage, enhanced collision hazard, and, in voyage insurances, 
delay in the prosecution of the ‘‘ adventure.” The surcharges embraced the 
above and, in addition, fixed additional premiums for sailing via Cape of Good 
Hope, for the inclusion of an extended Free of Capture and Seizure Clause, 
together with the War Time Extension Clause, and also covered the extension 
of the Classification Clause so that relatively aged ships were accepted (up to 
25 years old) at rates fixed for shipments by unnamed vessels. The schedule 
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was honoured not only in the United Kingdom, but in many other markets, 
notably within the British Commonwealth and Empire. ‘ 
One thing the war impressed upon underwriters was the necessity of § 
dispensing with unnecessary routine. The companies late in 1939 decided to & 


adopt a combined policy form so that individual policies no longer needed to 
be prepared by each company on the same risk. At first this system was lined 
up with Lloyd’s Policy Signing Bureau, but later the Institute of London 
Underwriters set up its own policy department. In many other ways was 
routine reduced, e.g., by the adoption of the Three Leading Underwriters’ 
Agreement, by means of which, for minor alterations of a risk, the approval 
of the three leading underwriters bound all other underwriters on the risk. 
This decision of the market to act as one entity in matters of common interest, 
if pursued to its logical conclusion in the years to come, cannot fail to confer 
on the market and on British insurance generally competitive advantages of 
very great value. The marvel is that such action in the widest possible field 
was not undertaken long before the stimulus of war made it imperative. 

During the war years, on several occasions the market demonstrated its 
versatility and its virility. As neutral after neutral was engulfed in the war, 
speedy and unconventional arrangements had to be made to secure continuous 
and effective marine insurance protection of all vessels likely to be brought 
within the Allied pool. The speed and manner in which such arrangements 
were put into effect constitute one of the most striking achievements of 
British insurance. Space does not permit a recital of the details of these 
fascinating improvizations, nor of the part played by British insurers generally 
in denying comfort to the enemy. The feelings of friendly neutrals had 
sometimes to be hurt, it may be at risk of rupturing long-standing connections, 
but throughout the war the strongest line was taken to deny the enemy 
indirect benefit of British and frie ndly insurance without prejudicing unduly 
the interests of neutrals. In a business as international as marine insurance, 
this was no mean achievement. 

What matters most, for the future, is what residue remains from war 
conditions and what permanent changes have been brought about. In the 
realm of marine insurance, it can at least be said that the business is financially 
even stronger to-day than in 1939, even though this is a world of changed values. 
In terms of sterling, considerable profits have been earned by marine under- 
writers. Marine insurance funds to-day generally stand at levels which are 
said to be more than adequate to take care of the aftermath of war, and 
especially of the heavy crop of claims for deferred repairs which will have to 
be faced in the years immediately to come. The funds certainly appear to be 

satisfactory, but with repair costs still constantly mounting who can measure 
at this stage in terms of pounds, shillings and pence the size of the bill which 
ultimately will have to be met ? 

- Whilst values remain high, so will aggregate premiums. There are signs 
that the values of some commmeoditios are already falling, and as production 
increases throughout the world it may be that more and more will the world 
prices of staple commodities decline. But many skilled observers do not 
anticipate any sudden or considerable fall. In any case, the entire world is 
crying out for goods which can only be forthcoming through a tremendous 
spurt in overseas trade. In either event, there should be adequate marine 
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insurance business to sustain the present market, for this has not “ blown 
up” during the war years. 

Will tne Government interfere in marine insurance business? It has 
given a pledge not todo so. Has the market at long last learned the wisdom of 
co-operation? Or will there be a return to the traditional independence of 
the individual underwriter? Who can tell? Everything depends upon 
whether there continues to be enough business to satisfy everyone and upon 
the extent and nature of the competition Britain has to face in the future 
from markets abroad. At the moment, the credit of the British marine 
insurance market, by virtue of its war-time achievements, stands higher than 
ever before—and it has been high in the past. But memories are proverbially 
short and it may be that a later generation of underwriters will refuse to be 
influenced by past events and will decide themselves to learn the hard way 
—in the bitter school of experience. The C.M.S. schedule still stands, but if 
and when it is abrogated there may be a considerable fall in rates of premiums. 
For the moment, however, the market is reasonably firm. Remembering it 
is their duty to ensure that this country’s invisible exports are maintained, 
it is unlikely that underwriters will capriciously embark upon a further period 
of unbridled competition. At least for the time being, the outlook is set fair. 





Legal Decisions, 1925-1945 (iii) 
By a Lecturer in Banking 


AST month’s article continued the survey of cases affecting the collecting 

banker. One further collecting decision will repay study before we 

consider the risks encountered by the paying banker. It is Slingsby and 
others v. Westminster Bank, Ltd. (1930), a case likely to prove a rich quarry for 
examination questions but which, if it is not to constitute a series of traps to the 
student, must be read in conjunction with a later judgment given in a case 
brought by the same plaintiffs against the paying bank. 

The Slingsby case arose out of the frauds perpetrated by a supposedly res- 
pectable solicitor named Cumberbirch. There were two actions against the 
collecting bank, the first being brought by the executors of one Turner to 
recover £250, the amount of a Bank of England warrant for War Loan interest 
alleged to have been converted by the defendant bank. The first plaintiff (Mrs. 
Slingsby) received the warrant, signed it and, under an arrangement already 
come to, sent it to Cumberbirch, the senior partner of Cumberbirch and Potts, 
solicitors to the executors. Cumpberbirch had an overdrawn private account 
with the defendant bank and into that account he paid the warrant in question, 
explaining to the bank that Mrs. Slingsby owed him the money. The warrant 
was erroneously made out to “ Stingsby ”’ and it was also crossed “‘ a/c Harry 
Turner, deceased.”” The bank drew Cumberbirch’s attention to these points 
and suggested it would be better were Mrs. Slingsby to give him her own 
cheque. He replied that it would not be advisable for her to do so, as her 
bankers might thereby guess that she had been receiving accommodation from 
her solicitor. This statement, coupled with Cumberbirch’s known good repute, 
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satisfied the bank, who thereupon accepted the cheque for his credit. 
When the bank were charged with conversion, they claimed to be protected ; 
on two grounds: (1) that the warrant was a crossed cheque ; and (2) that, in 
any case, Section 95 of the Bills of Exchange Act said that ‘“ the provisions of } 
this Act as to crossed cheques shall apply to a warrant for payment of dividend,” t 
Finlay, J., found that the warrant was an unconditional order drawn on i 


“e 


banker, payable on demand. It was also crossed and bore the words “ not § 


negotiable.’”’ On the other hand, it was drawn by an official of the bank on 
which it was drawn, and it would seem to follow from the House of Lords 7 
decision in Capital and Counties Bank, Ltd. v. Gordon (1903), that it was there. F 
fore not a cheque. But, he went on, in what capacity was the official acting § 
when he signed the order ? Surely not as the servant of the drawee bank (the! 
Bank of England) but as the agent of the Government, from whom the money 
was due. Apart from this, however, the judge held that the order fell within F 
Section 95, since, in his opinion, the word “ dividend ”’ in that section must bk 
construed to include interest payments. 

As to the issue of negligence, his Lordship thought that a reasonably com. 
petent bank official would have accepted the explanation offered, and he there. 
fore decided in favour of the bank. 

The second action for conversion brought by the executors against the bank 
concerned a cheque for £5,000, drawn on the District Bank. The cheque was 
written out by Cumberbirch, the payees being John Prust and Co., stockbrokers. 
This cheque was signed by the plaintiffs as drawers and Cumberbirch had the 
duty of forwarding it to the payees. Instead of doing so, he retained the cheque 
and added the words ‘“‘ per Cumberbirch and Potts” after the payees’ name, | 
there being a convenient space left by him for this purpose. Both sides in the 
action agreed that this was a material alteration which, under Section 64 of | 
the Bills of Exchange Act, avoided the instrument. 

Cumberbirch endorsed this cheque “‘ Cumberbirch and Potts,” and paid it F 
into an account maintained with the defendants by the Palatine Industri § 
Finance Co., Ltd., of which he was managing director. The plaintiffs, for some F 
reason, did not dispute the regularity of this endorsement but were content F 
to claim simply that the bank had been negligent in accepting the cheque! 
for the credit of the Palatine Co. 

The defendants submitted that the plaintiffs had no grounds for action 
against the collecting bank, though they might have a case against the payin 
bank, for there was no conversion of the cheque, which, by reason of the # 
alteration, had become a mere valueless piece of paper before it was paid in § 
Finlay, J., agreed, and found for the defendants, but he thought it right to say 
that in his opinion there had been no negligence. 

Before we look further into the decision on the £5,000 cheque, two points | 4 
should be noted regarding the warrant for {250: (1) The judge, in extending 
Section 95 to cover warrants for the payment of interest of Government ® 
stock, cannot be taken as having extended the section to cover interest § 
warrants on other types of stock, such as the debenture stock issued by «= 
limited liability company ; (2) The action arose before the passing of the Bilk 
of Exchange (Amendment) Act, 1932, the purpose of which was to bring 
bankers’ drafts within the protection of the crossed cheques sections of thf 
Act of 1882. Had the fraud taken place after the Amending Act, the plaintifis 
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would not have bothered to try to establish that the warrant was not a cheque. 

We may now consider the result in the action regarding the £5,000 cheque. 
For certain technical reasons, the plaintiffs did not seek to appeal against the 
judgment of Finlay, J., but, instead, took the hint thrown out at the trial and 
proceeded to bring an action against the paying bank. Wright, J., decided in 
favour of the executors and the bank appealed. Lord Justice Scrutton, in 
delivering the Court of Appeal’s decision dismissing the appeal, recited the 
facts and agreed that the £5,000 cheque bore no “ apparent alteration.”’ But 
that was about all the agreement that his Lordship expressed. He went on to 
say that Finlay, J., was wrong in holding the Westminster Bank free of 
negligence —they should have made enquiries why a cheque for a large amount 
apparently destined for Prust and Co., through the medium of Cumberbirch 
and Potts, was paid into the account of a company of which Cumberbirch was 
chairman; the Underwood case, and others as well, were warnings in this 
sense. Then there was the endorsement ; the banking witnesses had main- 
tained that its form was regular but they had Sir John Paget against them and 
his Lordship agreed with Sir John that a proper form of endorsement should 
have shown that the alleged agent was signing on behalf of the principal. 
Thirdly, there was Finlay, J.’s decision that, as the alteration had turned the 
cheque into a valueless piece of paper, the plaintiffs, whatever their rights 
against the paying bank, could have no recourse against the collecting bank. 
This decision the Court of Appeal could not understand ; it was true that the 
money had been collected on an instrument which did not authorise such a 
collection, but that did not excuse the Westminster Bank. The cheque was 
avoided by the material alteration except for a holder in due course, and the 
Westminster Bank were not holders in due course. They had no right, there- 
fore, to claim on the District Bank ; the cheque was a worthless bit of paper 
that the District Bank was under no duty to pay—that invalidity came before 
any question of the endorsement and was of itself sufficient to defeat both the 
collecting bank and the paying bank. Finally, there was the paying bank’s 
argument that the plaintiffs, by their negligence in not drawing a line in the 
blank space after the payees’ name, had enabled the fraud to be committed and 
were thereby stopped from recovering. The Macmillan case (1928) had decided 
that “ the customer was bound to take usual and reasonable precautions to 
prevent forgery,’’ but the Court of Appeal were not satisfied that the present 
omission was the omission of a “‘ usual precaution.’”’ The paying bank were 
without protection ; they had paid against a worthless document and their 
appeal must fail. 

Readers who have taken the trouble to follow the legal steps in this dispute 
will see how many useful points are touched upon and how fortunate the 
collecting bank was in not having the decision in its favour carried to appeal. 

Before dealing with the paying banker and his troubles we must thank the 
correspondent who kindly pointed out that this series of articles started off 
with a silly but serious slip. On page 101 of the May issue, in paragraph 3, 
the following words occurred : ‘‘ Apart from the statutory protection accorded 
by Sections 80 and 82 of the Bills of Exchange Act, 1882, and any rights it 
may have as a holder in due course, a bank is liable to the true owner for the 
wrongful application of the proceeds of any cheque it may collect.” Section 
80 has, of course, nothing to do with the matter—it concerns the paying 
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banker, and its unwarranted intrusion into an article on the collecting banker © 


is much regretted and should be ignored. 
It has needed more than two articles to deal with the collecting banker, but 


the double rampart provided by Sections 60 and 8o of the Bills of Exchange 
Act. Even these, as the note on Slingsby v. District Bank shows, will not be 
sufficient to protect a bank which pays documents that have, so to speak, 
no legal existence ; and there is, naturally, no protection for the bank which 


pays drafts where the drawer’s signature has been forged, for these are not i 


orders from the customer. 


Apart from the risk of paying on a forged signature, and from negligence 


so gross as to preclude the “ ordinary course of business” mentioned in 


Section 60, the paying cashier can regard his life as, legally speaking, an b 


easy one—so far as irregularities on cheques, as such, are concerned. His 
main dangers arise from other sources : he may pay a domiciled bill bearing a 
forged endorsement and will be precluded from debiting the acceptor unless 
he holds the latter’s letter of indemnity ; he may pay a stopped cheque; 
he may refuse a cheque through a mistaken idea that there are insufficient 


funds to meet it ; he may be put into difficulties through a garnishee order or © 


because his customer is being or has been made bankrupt by legal process. 
Consioer first the stopped cheque and “ no funds ” dangers, in that order. 
The former difficulty is amply illustrated by Hilton v. Westminster Bank 
Lid. (1926), a case where the House of Lords unanimously reversed the 
decision of the Court of Appeal and restored that of the trial judge. The 
plaintiff kept an extremely small account with the defendants. He opened it 
in Ig2r and there were no operations upon it between May 4, 1923, and 
February 5, 1924, during which period the credit balance amounted to the 
handsome sum of 8s. 2d. By August, 1924, he was again working the account 
but had moved from his old address without telling the bank of his new one. 
On July 31, 1924, he drew a cheque in favour of one John Poate, numbered 
117285, for £8 1s. 6d., and post-dated August 2, 1924. On August I, the bank 
received from Hilton a registered letter bearing no address but enclosing {8 
in cash for the credit of his account. Later the same day, a telegram arrived 


& 
* 
i 
fewer words will be required for the paying banker, protected as he is by | 


which read: ‘‘ Stop payment of cheque 117283 amounting to £8 Is. 6d. to J 


Poate.—Stanley Hilton.”’ On receiving the telegram, the cashier entered the 
particulars on the stop card and a note was made on a red ticket in the ledger. 
On August 2, Hilton rang up the bank and spoke to the cashier in question 


so as to make sure that the cheque had not been presented and that it would & 


be refused when it was. From the evidence given, however, it appeared that 
the number of the cheque was not mentioned by Hilton, nor the fact that it 
had been post-dated. On August 6, a cheque for £8 Is. 6d., dated August 2, 
numbered 117285 and payable to John Poate, was presented through the 
clearing. The manager and cashier conferred and decided that it ought to 
be honoured because the number was not that mentioned in the telegram, 
and the date it bore was subsequent to that of the telegram: both these facts 
pointed to the cheque as having been issued in substitution of the stopped 
cheque. The cheque was therefore met, leaving a balance of threepence. 
On August 20, Hilton drew a cheque for £7 in favour of somebody else, 
and this the bank returned unpaid. Hilton thereupon brought an action to 
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recover damages for breach of duty and negligence as bankers in paying the 
Poate cheque, and for refusing to honour the cheque for {7. 

The trial judge held that the instructions to the bank were not so clear as 
to render them liable to Hilton, but the Court of Appeal reversed this decision, 
basing their view on certain questions put by the judge to the bank manager 
and on the latter’s replies. The House of Lords restored the original decision 
mainly on the ground that in the ordinary course of trade a stop notice reaching 
a bank will properly be treated as applying to a cheque bearing a date the 
same as, or anterior to, the date of stoppage. If the notice were intended to 
apply to a post-dated cheque it was for the customer to prove and explain the 
post-dating and, further, to prove that this fact was brought home to the 
banker clearly. The House agreed that had the bank examined Hilton’s paid 
cheques, they would have discovered that No. 117283 had in fact been paid 
some time previously, but the circumstances were such that the bank might 
well be excused from taking such a precaution. Hilton’s failure to make it 
clear on the telephone that the cheque was post-dated made all the difference 
to the course of the bank’s future actions. 

There are two fairly recent decisions which arose out of actions brought 
against a banker who had dishonoured a cheque by mistake. Taken together 
they serve as a good illustration of how the measure of damages will vary 
according to whether the customer is or is not a trader. The first is Gibbons 
v. Westminster Bank Lid. (1939), where the plaintiff, a woman, sued the bank 
for wrongly dishonouring her cheque for rent. It was admitted that the cheque 
had been dishonoured in error, the plaintiff having previously paid in a sum 
of money which the bank had mistakenly carried to somebody else’s account, 
thereby leaving Mrs. Gibbons’ account with insufficient funds. 

The bank argued that the plaintiff was entitled to nominal damages only, 
as she had not pleaded any special or actual damage, but the jury proceeded 
to award substantial damages in the sum of £50. Counsel for both parties 
then argued the point regarding damages before the judge, and the plaintiff’s 
counsel asked leave to amend the pleading so as to allege as special damage the 
damage she was alleged to have suffered because her landlord, after the dis- 
honour of the cheque, insisted on having the rent paid in cash. The judge 
refused to allow amendment, and counsel then proceeded to maintain that his 
client was a trader. On the evidence, this contention was rejected, and His 
Lordship said that a non-trader was not entitled to recover substantial damages 
unless the damages were alleged and proved as special damages.* As the 
present plaintiff was a non-trader, there could be only nominal damages ; 
forty shillings was awarded. 

This judgment was in line with previous decisions arising from similar 
non-traders’ actions, but it seems to be the first where the governing principle 
as to the assessment of damages was set out in a neat fashion. 

In Davidson v. Barclays Bank Ltd. (1940) the plaintiff was a trader, a credit 
bookmaker. He issued a cheque for {2 15s. 8d. which the defendant bank 
mistakenly dishonoured, with the written answer: “ Not sufficient.’’ The 
error was due to the bank’s failure to obey a stop order in respect of an earlier 
cheque for a larger amount, the honouring of which left inadequate funds to 





* The general principles governing the assessment of damages are shortly set out in Slater’s 
Mercantile Law (9th edition), p. 105. 
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meet the small cheque which was now the subject of dispute. 

The plaintiff alleged that the words “ Not sufficient ’’ were a libel on him § 
in the way of business and claimed suitable damages. The bank had to admit F 
that the words were, ordinarily speaking, defamatory, but contended that the § 
present occasion was one of qualified privilege. This plea was brushed aside | 
by the judge, who said that the paying bank was under no duty to give a 
reason why the cheque was not met unless the occasion necessitated the 
refusal of the cheque, which it did not. Nobody, by making a mistake, could 
create the privileged occasion for making the communication. 

As to the measure of damages, evidence was given by the payee, who said f 
an official from the bank called on him, told him the cheque was refused in § 
error and expressed the hope that he would resume business dealings with the § 
plaintiff. The payee replied to this that he would prefer not to do so, as the § 
circumstances had made him distrustful of the plaintiff’s financial standing & 
Moreover, the news of the dishonour had leaked out, so that another witness 
gave evidence that he, also, had ceased to do business with the plaintiff since § 
Lastly, it appeared that the bank had never admitted 
their error except verbally, so that their customer was left to satisfy his business § 
acquaintances by his own word that it had been the bank’s mistake. After 
taking all these points into consideration, the judge fixed the damages at {259. 


International Banking Review 


Argentina 


HE Government has dispatched to Buenos Aires a mission to discuss § 

financial questions outstanding between Great Britain and Argentina § 

The question of blocked sterling balances is likely to be discussed. The § 
amount held by Argentina is around {£150,000,000, and has a special “ gold § 
clause’ guarantee against loss in the event of a devaluation of sterling, 
Other questions to be discussed include the treatment of British capital and § 
enterprise in the Argentine by the new Government, and in particular the & 
position of the British-owned railways. 
indications that the new régime will make the working of foreign companies § 


The Argentine Government recently concluded a payments agreement with & 
Belgium. It runs on similar lines to those of the French-Argentine agreement #7 
concluded last year. That is, it is largely bilateral in character, even though § 
it allows for the possibility of triangular settlements. 
ment has also made similar agreements with France and Belgium. 


Switzerland 


Agreement with the Western Allies was reached in Washington on May 25 
on the question of German assets in Switzerland. Under it the German balances 
held in Switzerland will be liquidated by the Swiss Clearing Office in close 
contact with a mixed Swiss-Allied commission. Germans will be compensated § 


In this respect there are already § 


The Brazilian Govern- 
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in German currency, of which half is to be provided out of Swiss balances in 
n him Germany. The proceeds of this liquidation will be shared in equal proportions 
admit by Switzerland and the Allies, and the Allied proceeds are to be applied to 
at the the reconstruction of devastated countries and to relief financing. This 
aside principle was adopted on the insistence of the Swiss Government, on the 
sive ap ground that, while Switzerland cannot be party to any arrangement aiming 
d the : at collecting reparations, she is justified in contributing towards making good 
the damage caused by the war. In settlement for the gold looted by Germany 


i from occupied countries and sold subsequently to the Swiss National Bank, 
© said) an amount of 250,000,000 Swiss francs will be paid over to the Allied Govern- 
sed ip) ments. The amount of looted gold that found its way to Switzerland is 
th the estimated to be about 1,c00,000,000 Swiss francs, but it is claimed that the 


bars which are believed to have originated from the Belgian gold reserve and 
other gold reserves cannot be identified. 

The terms of the settlement of claims arising from looted gold have caused 
some dissatisfaction in France, especially as the French Government had to 


as the | 
r since § > ah “gale 
nite settle the claim of the National Bank of Belgium, whose gold deposit with the 


nding. § 
ritness 


Bank of France was surrendered to Germany by the Pétain Government. 

Now that amicable agreement has been reached on the German assets 
question, the U.S. Government has agreed to release blocked Swiss assets, and 
Swiss firms will be removed from the Allied black lists. : 


isiness 
After 
£250 


Germany 


Some figures are now available about financial developments in the French 
zone of occupation. Between July 1, 1945, and April 1, 1946, the note circula- 
tion increased by 650,000,000 marks, while bank deposits increased by 
2,500,000,000 marks. This much larger expansion of deposits compared with 
currency is interpreted as a sign of returning confidence of the public. The 
a same tendency is also evident in the success of the various loans issued by local 
> ' Governments. The State of Baden, for instance, issued a loan of 50,000,000 
” i marks. This and other loans were fully subscribed without any diminution 

§0 ; of bank deposits, which implies that subscribers are investing hoarded notes. 
orling Some subscriptions have been received from the American and British zones of 


al and § A ee: ; 5 Bae é 
* occupation, indicating a revival of financial intercourse between the various 


liscuss 





ar the ‘ 
neal i Western zones. 

ios I 
Pr Sweden 
t with & German assets in Sweden are estimated at about 350,000,000 kronor, 
ement) in addition to the German credit balance of 100,000,000 kronor on the clearing 
hough § account. Most of the 350,c00,000 kronor consists of debts owed by Swedes 


to Germans. Swedish claims on Germany, on the other hand, are estimated 
at nearly 1,000,000,000 kronor, including the Kreuger, Dawes and Young 
Loans. Nothing has yet been revealed of the progress of the negotiations 
concerning German assets, but the Swiss precedent has obviously not eased 
the task of the Swedish negotiators. 
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Appointments and Retirements 


Barclays Bank—mr. C. T. Turner, of Ramsey, has been appointed manager | 
of Buntingford (Herts.) branch. He replaces Mr. H. Cox, who has taken ove 


the St. Neot’s branch. 


Clydesdale Bank—Mr. Robert Laidlaw, deputy chairman of J. and P. Coats, 
Ltd., has joined the Board of the Clydesdale Bank. Mr. Andrew Mitchell 


having retired from the general managership, has been elected a director, © 


Mr. John J. Campbell, assistant general manager, has been appointed to succeed 
Mr. Mitchell as general manager. 


Commercial Bank of Australia—Mr. P. W. Jackson, London manager 
has been transferred to New Zealand and Mr. Nigel Alexander Jackson, of the 
Head Office, Melbourne, has been appointed London manager in his place. 


District Bank—Mr. Edgar Ralph Bardsley, London manager of the District 
Bank, retired at the end of the month after 47 years’ service. It was Mr. © 


Bardsley, it will be recalled, who worked out the scheme which, in 14929, 
was adopted for the numbering of bank offices. Mr. A. R. Capey, who wil 
succeed Mr. Bardsley as London manager, has been assistant manager since 
June, 1937, and before that was London foreign manager. Mr. Humphrey J. 


Higginbottom, previously manager at Dale Street, Liverpool, will take Mr & 


Capey’s place. Liverpool, Dale Street: Mr. William Charles Upton, formerly 
accountant, has been appointed manager. 


Lloyds Bank—wr. W. R. Bown, joint general manager, has retired after 
45 years’ service. Mr. R. T. Fagan, D.F.C., an assistant general manager, 


has been appointed a joint general manager. Mr. Fagan will be succeeded as & 
an assistant general manager by Mr. P. Gray from the Southampton district. & 


Martins Bank—Head Office, Trustee Department : Mr. A. R. Clough, manager 
of the trustee department, Kendal, has been appointed an assistant manager © 
of this department. Douglas (Isle of Man): Mr. J. F. W. Kermode, hitherto © 
assistant manager, has been appointed manager in succession to Mr. L. W.& 
Cannan, who has retired after 42 years’ service. Mr. A. E. Costain, from Head & 
Office inspection department, has been appointed assistant manager. Gatley: & 
Mr. W. E. Taylor, from Sale, has been appointed manager in succession to 


Mr. P. Arnett, who has retired after 45 years’ service. Kendal, Truste 
Department : Mr. H. E. Crossfield, from Head Office trustee department, has 
been appointed manager in succession to Mr. A. R. Clough. Kirkby Stephen: 
Mr. J. G. Young, from Lancaster branch, has been appointed manager in 
succession to Mr. J. Bainbridge, who has retired after 42 years’ service. Leeds 
City Office: Mr. H. T. Bartrop, from Leeds district office, has been appointed 
sub-manager of this office in succession to Mr. A. Blagbrough, who has retired 
after 45 years’ service. 

Midland Bank—London, Balham: Mr. S. M. Jones to be manager on the 


retirement of Mr. F. W. Tokeley. London, East Acton: Mr. W. E. Ducket, 
of Sudbury (Middlesex), to be manager in succession to Mr. H. W. Strike. 
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a London, Old Street: Mr. F. A. Garner, of Great Tower Street, to be manager 
: in succession to Mr. 1. G. Kingsmill. London, Onslow Square: Mr. D. G. 
: McDonald to be manager on the retirement of Mr. C. Campbell. London, 
Queen Victoria Street: Mr. T. G. Kingsmill, of Old Street, to be manager on 


aa | the retirement of Mr. H. W. Marks. Budleigh Salterton: Mr. A. J. Prince 
to be manager on the retirement of Mr. C. J. Syvret. Canterbury: Mr. A. H. 
Matheson, of West Worthing, to be manager in succession to Mr. G. A. Gill. 
oats, Cheltenham : Mr. G. A. Gill, of Canterbury, to be manager on the retirement of 
‘chell, Mr. H. R. Gibbons. Sheffield, Markets: Mr. N. V. Underwood to be manager 
ector, © in succession to Mr. E. Wilcox, appointed a district staft superintendent. 
cceed 


National Bank—Mr. William Antony Acton has been co-opted to a seat 
upon the Board in place of the late Colonel The Hon. T. E. Vesey. 




















1a North of Scotland Bank— Market Street, Ellon: Mr. John A. Rae, agent, 
: has retired and will be succeeded by Mr. John Urquhart, agent at Wick. 
c Wick Branch: Mr. George K. Ironside, agent at Castletown, to be agent. 
istrict Castletown Branch: Mr. William D. McIntosh, teller at Glasgow office, to be 
is Mr. agent. Muile-End Branch, Aberdeen: Mr. James H. Alexander, agent, has 
1924, retired for reasons of health and is succeeded by Mr. James A. Davidson, 
o wil agent at Kilmarnock branch. Kilmarnock Branch: Mr. Martin A. Watt 
since has been appointed agent. Alyth Branch: Mr. David Balfour to be agent. 
rey} Union Bank of Scotland—London Office (62, Cornhill) : Mr. Robert Orr, 
smerly ) +‘ Manager_at Aberdeen office, has been appointed assistant manager. Mr. 
a William McWilliam, at present assistant manager, succeeds Mr. Orr at Aberdeen. 

afte § British Linen Bank’s Bicentenary 
Pie In a few days’ time the British Linen Bank—the third oldest of the eight Scottish 
rage banks, first chartered on July 5, 1746—celebrates its bicentenary. To mark the occasion 
istrict. the Bank has issued a historical brochure, while a detailed history, which is being prepared 

by Dr. Charles Malcolm, should be a welcome addition to the rich literature of Scottish 

anaga banking. Alone among the large banks, the British Linen still retains in its title a link 
anagel © with the industrial and merchanting interests from which many of the eighteenth century 
itherto © bankers sprang. Indeed, it was not until 1906 that the word “‘ bank ”’ figured in the 
L. W. title, although linen trading and manufacture had definitely given place to banking by 
: Head 1763. A pioneer of branch banking in Scotland, the Bank now has 200 offices in Scotland, 
satley: — twoin London and one in Northumberland. The affiliation with Barclays dates from 1919. 
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Banking Statistics 


National Savings 
(£ millions) 
(1) Small Savings by Quarters 


Savings | Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks 
(net) (met) (net) Small (met) (met) (net) 
ee 75- 55-7 65. 197. cee we 45- 18.5 7%. 
BE us 47- 32.8 136. ae 3. 18. 69.6 
3- “9 mee os f.. e 20.1 103. 
IV .. 5 ” eats | ae 28. 7. 
aim’ BES wi 13. 99. 
aan. DY ce «6 73. 
128. 1946 Jan... Io. 
132. Feb... 
Mar... 
: 98.0 174.2 | Age... 
@ QO2.6 246.5 ! May .. 
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1944 I.. 
II 


* Including £56.06 m. of 3 per cent. Defence Bonds and £2.4 m. of 24 per cent. Defence 


(2) Large Savings by Quarters 


National Interest | National Interest 
War Savings free. Total | War Savings free 
Bonds Bonds Loans Large | Bonds Bonds Loans 
143-4 103.1 1.4 247.9 | Ii .. 224.0 198. 4.4 
175.6 121.0 6.4 303.0 | BAS sc 4.5 Ff. ‘ 
Vv... 22.32 @&. 
203. 223. 9 431. 
62. .¢ . 159. 6965 1... -4 95. 
140. 105. ; 248. i oe 26.2 &t. 
153; F : 233. ran .. =S0R.3 207. 
IV ws S68.8 67%. 
178. 3. : 359. 
«+ 209. 53: ‘ 364. 1946 Jan... —_ 3. 
III .. 159. 38. -4 249. Feb... —- _ 
EV ss 59m. >. . 200. Mar... ‘ I.4 
Apl... —- —o.!I 
nee ws «3992.8 92.1 2.9 267.1 May .. — 93.8 


* Exchequer Bonds: 1944 IV, £37.3 millions; 1945 I, £165.2 millions; 1945 II, £124.4 millions 


Revenue and Expenditure 


Ord. | By Ord. 
Rev. Deficit Quarters : Exp. Deficit 
£m. £m. * {m. " £m. 
823. 6. 1944 I 1562. 381.1 
872. II 1420. 815.6 
927. III 1523. 789.8 
1049. IV 1502. 847.7 
1408. 1945 I 1609. 362.9 
2074. II 1306. 695-3 
2819. Til 2443. 693.2 
3038. 2749. IV 1386. 718.4 
3238. 2819. 1946 I 1337. 83.9 
* Allowing for loan expenditure. 
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“Tron and Steel” is in the fore- 
front of British industry. Its develop- 
ment made possible the Industrial 
revolution. 


To have shared in the 
growth of this great industry 
has been the proud privilege 
of National Provincial Bank 
Limited. 


The manifold facilities of the 
Bank are at the disposal of Principals of all types of business who wish to 
discuss their problems with understanding and goodwill—the pre-requisites 
of successful trading. 


‘National Provincial Bank 


Limited 
Head Office: 15, BISHOPSGATE, LONDON, E.C.2. 
Affiliations :— 
COUTTS & CO. GRINDLAY & Co., Ltd. 





BRITISH INDUSTRIAL CORPORATION LTD. 


28 THROGMORTON STREET, LONDON, E.C.2 


with fully qualified staff, offer facilities (opposite 

London Stock Exchange) for the following purposes :— 
TRANSFER OFFICES INVESTIGATIONS AND REPORTS 
REGISTRARS FOR NEW Issues ON BUSINESSES 


SECRETARIAL & ACCOUNTANCY 
DIVIDEND DISTRIBUTIONS SERVICES, ETC. 





VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 
INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property‘and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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Exchequer Issues and Receipts 
WEEKLY AVERAGES 
Total § Total § y 
Expendi- Ordinary Deficit Expendi- Ordinary Deficit © 
ture Revenue t ture Revenue t ¥ 
£m. £m. m. £m. £m. £m. 
a998 Ct. 19.2 17.0 2.2 1942 .. 102.6 50.2 52.3 
1939 ‘i 28.8 18.8 10.0 2968 .. 8199.7 55°4 55.2 
1940 ee 63.9 24.0 39.9 1944 .. 114.8 61.0 53-7 
1941 oe 88.5 36.0 52.5 1945 .. 10.4 62.9 47.6 
Period Ending : 

1944 i 29 112.3 113.3 z.r° 1945 Apel 37 133-7 7. oe 
eb. 2 122.5 97-7 24. . 
Mar. 31 123.5 70.2 53.3 May 26 87.8 39-6 48.2 

: June 30 112.8 50.6 62.3 
April 29 109.6 45-6 64.0 1 8 8 6 
M 109.6 oO. july 28 107. das 49.5 
ay 27 9 59-5 59 A 
8 ug. 25 103.8 49.5 54-3 
June 30 108.7 43-3 65.4 S 
a ept. 30 116.9 59-9 56.9 
July 29 112.0 57.6 54-4 Oct 
; 2 wae 52.9 54.2 
Aug. 26 107.5 53-1 54-4 N 
Sept. 30 123.6 56.7 66.9 sat — Sees =s 55-5 
Oct. -28 118.6 52.5 66.1 = 2 Pe ” 56% 
Nov. 25 110.2 47-3 62.9 
Dec. 31 116.5 49.8 66.7 1946 Jan. 26 82.2 99.8 17.6* 
Feb. 23 97.6 114.1 16.4* 
1945 Jam. 27 112.4 202.3 2.5 Mar. 31 126.1 82.9 43.1 
Feb. 24 123.4 110.9 12.5 April 27 89.0 55-2 33.8 
§ Ordinary expenditure plus other expenditure (net) (excluding sinking funds but including 
expenditure of a capital nature). + The difference between total expenditure and § = 
ordinary revenue. * Surplus. 7 
Tax Certificates F 
Paid Net Paid Net 
Raised Off Raised Issue* Raised Off Raised Issue* 
£m. £m. £m. £m. £m. £m. £m. £m. 
1943 Jan... 48.7 24.7 23-9 493-9 1944 Sept... 63.8 25.8 38.0 686.9 
Feb... 45.3 70.3 —25.0 468.9 Oct... 29.1 20.9 8.2 695.7 
Mar... 46.3 72.1 —25.8 443.1 Nov... 42.2 139.2 223.2 989: 
a os 26.3 a 14.3 457-4 Dec... 63.0 20.4 42.5 759.7 
—.. a Se. 23.1 480.5 _ 
June.. 46.6 13.1 33.5 514.0 1945 Jam... 52.3 78.4 —26.1 733.6 
Feb... 62.6 112.3 —49.7 683.9 
july .. 47-7 24-4 23.2 537-2 a 8 
Mar... 65.5 66.7 1.2 682.7 
Aug... 29.7 16.3 13.4 550.6 
Age... 25.3 16.4 8.9 691.6 
Sept... 54.0 21.8 32.2 582.8 May... 33.1 12.9 20.2 711.8 
Oct... 45.3 90.3 135.0 $97.8 June 51.3 24.7 26.5 738.3 
Nov... 27.3 %§.0 12.3 Gz0.1 July .. 25.3 o:.@ 4.3 742.6 
Dec... 48.1 11.6 36.5 646.6 Aug... 28.0 13.2 14.8 757-4 
Sd 39-7 41-7 — 2.0 755-4 
ra” 24.6 — 1.1 : 
1944 Jan... 48.4 100.1 —51.7 594.9 Nov... ir a 10.7 i 
Feb... 51.3 85.9 —34.6 560.3 Dee 54-8 19°0 35.7 800.7 
Mar... 52.3 50.8 1.5 561.8 ee F 3 ‘ 4 
Apr... 37-8 18.9 18.9 580.7 1946 Jan... 28.5 58-1 —29-6 771.0 © 
May.. 31.1 19.8 11.3 592.0 Feb... 40.8 113.7 —72.9 698.0 B 
June.. 47.8 14.9 32.8 624.8 Mar... 51.4 101.7 —50.3 647.9 
July .. 34.4 20.8 13.5 638.3 Apr... 39-7 28.5 11.1 659.0 
Aug... 33-9 23-3 10.6 648.9 May.. 15.4 16.2 — 0.8 658.2 
* i.e. outstanding at end of month. ¢ record to date. FI: 
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52.3 
55-2 
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58.6 


30. INSURANCE CO, LTD. 


Security & Sewwice 


46.5 
61, THREADNEEDLE STREET, LONDON, E.C.2 


54:3 
56.9 
64, PRINCES STREET EDINBURGH, 2 


54.2 
55-5 
56% 


17.6% ji 
16.4* 
43.1 
33.8 
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e and 








Established in 1869 


the career of the 


| LONDON & MANCHESTER || UNITED 
‘ASSURANCE COMPANY, FRIENDLY 


LIMITED 
INSURANCE COMPANY, 
LTD. 





[ssue* 
{m. 
686.9 
595.7 

717. 











has been a record of progress 
and service. 


759-7 | 
733.6 © | Such a record could only have 
oy i been achieved by the Com- LIFE, FIRE, BURGLARY, 
nal ¥ pany giving the highest satis- SICKNESS, PLATE GLASS, 
711.8 © faction to its policyholders. DRIVERS’ RISKS, HOUSE 
738-3 | PURCHASE, ENDOW- 
aoa The Company's total assets MENTS, Etc., Etc. 
755-4 exceed £31,000,000. 
30 
754- 
5.9 R. C. BALDING, 
Managing Director. 
771.0 : 
ie —_———- 


647-9 
659.0 
658.2 





Chief f Office: 


42 Southwark Bridge Road, 


LONDON. London. 
E.C.2 


FINSBURY 
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Treasury Deposit Receipts 
Including 
prior Outstanding 
By Quarters : Raised Redeemed Encashments (end of period) 
£ra. £m. £m. £m. 

33- 
55: 
82. 


382. 
a7. 
481. 


1942 II hie ive i 477. 
III oe és oa 341. 
a os ea 687. 


oOouwN 
OoUwN 


150. 
219. 
108. 


96. 


446. 
789. 
415. 
652. 


1943 I “a ica - 449. 
II 
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, ee a a 604. 
IV és ve it 939. 

Po es ee 695. 
II an on aa 980. 

oe — na 875. 
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706. 
1o18. 
644. 
917. 
870. 
1083. 
958. 
1331. 


882. 
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ae aa ia 1005. 
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Monthly : 

1945 January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 


195. 
228. 
447- 
353: 
262. 
467. 
178. 
237- 
543- 
509. 
295. 
527- 
297. 
236. 


January 

February 

March 468. 

April és oe 446 

May (to 25th)* sd 60. 

Week Ended : 

June I a we N 40. 
8 are es N 2. 
15 a se 84. 
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Floating Debt* 


June 16, May 25, Juner, June 8, = June 15, 
1945 * 1946 1946 1946 1946 
ém. £m. £m. {m. £m. 
Ways and Means Advances : 
Bank of England .. hia 29.8 -- 15.¢ 13.5 19. 
Public departments ~ 505. 371.8 352. 336. 338. 
Treasury Bills : 
Tender ws ar as 1560. 1880.0 1900.0 1920. 1930. 
Tap - oa ia 2187. 2559. 2536.3 2589.: 2560. 
Treasury deposit receipts ‘vs 2073. 1483.0 1443.0 1370. 





6415. 6294.0 6246.8 6230. 





* Since May 25 the monthly debt return has been discontinued, but the weekly revenue 
return was on June 1 restored to its pre-1940 form, showing “‘ below-the-line ’’ expenditure 
and floating debt fully each week. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


(Incorporated with Limited Liability under the Laws of the U.S.A.) 


The experience of the Chase Banking organisation, and 
its contacts throughout the United States, are at the 
disposal of all those conducting Anglo-American trade. 


The Chase Banking Organisation has Offices in: 
HAVANA, SAN JUAN-PORTO RICO, PANAMA, COLON, CRISTOBAL, BALBOA, 
HONGKONG, SHANGHAI, TIENTSIN, 
And 41, RUE CAMBON, PARIS. 


Special Representative in: 


MEXICO CITY 


CORRESPONDENTS’ THROUGHOUT THE WORLD 


Main London Branch : 


Bush House Branch : 


ALDWYCH, W.C.2 


6 LOMBARD STREET, E.C.3 


West End Branch: 
51 BERKELEY SQUARE, W.| 


The Chase National Executors & Trustees Corporation, Ltd., 6 Lombard Street, E.C.3. 


ADMINISTRATIONS, RECEIVERSHIPS, 
TRUSTEESHIPS, &c. 


THE BRITISH LAW 


INSURANCE CO., L 
31 & 32, KING STREET, CHEAPSIDE, €.C.2. 


ALL CLASSES OF 


FIRE AND ACCIDENT BUSINESS 
TRANSACTED. 
The Company specialises in Fidelity Guarantee 
Telephone : Monarch, 7611 (3 lines) 
Telegrams : ‘‘Britlaw,’’ Cent., London. 


COMPANY 
SERVICE 


1863-1946 


Company Registration Agents 


JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 








ROYAL 
INSURANCE 
SERVICE 


has 100 years’ experience behind it: 


covers this country by a network 
of Branches: 


is represented in some 100 coun- 
tries and colonies overseas: 


transacts all classes of insurance, 
including Aviation: 

its expert assistance is readily 
available for the _ satisfactory 
arrangement of your insurances: 
it is renowned for the equity and 
promptness of its claim settlements 


IS AT YOUR SERVICE 


Head Offices: 1, North John Street, Liverpool, 2. 
24/28, Lombard St., London, E.C.3. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


MR. V. A. GRANTHAM’S- REVIEW 


ing of The Chartered Bank of India, 
Australia and China was held on June 12 
at 38, Bishopsgate, London E.C. 


The following is an extract from the state- 
ment of the chairman, Mr. V. A. Grantham, 
circulated with the report and accounts : 


The total of the balance-sheet shows a 
reduction of about £5,500,000, mainly 
accounted for on the liabilities side by 
decreases in current and other accounts of 
£3,247,186, and fixed deposits of £2,756,283. 
Changes on the assets side are more compli- 
cated, cash in hand and at bankers being down 
by £3,630,308, bills of exchange £1,685,622, 
due to the absence of any Treasury bills from 
our holdings, advances to customers and other 
acounts by £2,515,217, and balance of remit- 
tances, drafts, etc., in transit between head 
office, branches and agencies by £6,013,598. 
The total of these reductions amounts to no 
less than £13,844,745, but against this, Govern- 
ment and other securities show an increase of 
£7,810,455, and the position, strong and liquid 
as before, is improved as a result of these 
changes. 

After making provision for bad and doubtful 
debts and taxation, and charging to contin- 
gency account losses at re-opened branches 


[ine ninety-second ordinary general meet- 


between the despatch of the last certified 
returns and December 31, 1945, the profit for” 
the year at £326,263 is slightly higher than thag” 
of a year ago, and with £387,372 brought © 
forward from last year, makes available a total 
of some £713,635. We paid our custo : 
interim dividend in October last year, absorb § 
ing £75,000, and a further interim dividend ig” 
April ‘of this year, similarly absorbing £75,000, 
As stated at the time of payment of the latter, 
we do not propose to declare any further 7 
dividend for 1945. 

The re-occupation of our agencies and 
branches in the territories over-run by the 
Japanese has been an expensive proceeding: 
Everywhere the Japanese had attempted te 
destroy the value of the currencies which wer 
in circulation on their arrival. 

The position in India is one of sustained 
financial prosperity and economic progress, and 
we have shared in this progress. India’g 
agricultural products have continued to be 
much sought after. On the other hand 
demand from India for imports from both the 
United Kingdom and the United States hag 
been insistent and only inability on the part 
of suppliers to produce the goods required hag 
limited shipments to moderate figures. Means 


while India’s sterling balances have continued 


to accumulate. 





BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
INCORPORATED BY LAW IN 1927 


HOLDER OF 
CAPITAL FULLY PAID - 


RESERVES (BANKING DEPARTMENT) - = 
RESERVE (ISSUE DEPARTMENT) 


EXCLUSIVE RIGHT OF NOTE ISSUE 


Rials 300,000,000.— 
Rials 680,000,000.— 
Rials 1,000,000,000.— 


Governor and Chairman of the Executive Board: ABOL HASSAN EBTEHAJ 
Head Office: TEHRAN, IRAN (Persia). 


147 Branches 
London Correspondents : Bank of England. 


Midland Bank Limited. 
Lloyds Bank Limited. 


and Agencies throughout Iran. 


National Provincial Bank Limited. 
Barclays Bank (Dominion, Colonial and Overseas). 


Martins Bank Limited. 


The Chase National Bank of the City of New York. 


New Yosk Correspondents : 


Federal Reserve Bank of New York. 
Irving Trust Company. 


The Chase National Bank of the City of New York. 
Guaranty Trust Company of New York 

Bank of the Manhattan Company. 

Chemical Bank and Trust Company. 

American Express Company. 

National City Bank of New York. 


Bankers Trust Company. 


Brown Brothers, Harriman and Company, New York. 


The Bank, through its Banking Department, offers complete b 
actions, provides special facilities for Documentary Credits, etc., and wi' 


with every description of banking business. 


service for Foreign Exchange trans- 
its numerous Branches in Iran deals 


ADMINISTERS NATIONAL SAVINGS. 
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